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T-l-1  0.30  A.M. 


R.  D.  Baker , 

Cross- Ex.  by  Mr.  McDonald  . 

-  29  73 

Volume  39 

15th  September,  1945, 

'9* 30  A.M.  Session 


MR.  CHAMBERS:  I  believe  Mr.  McDonald  has  some 

cr  oss -exam inat  ion. 

» 

THE  CHAIRMAN:  Were  you  not  re-examining  when 

we  adjourned? 

MR.  CHAMBERS:  No,  I  had  not  started. 


CROSS-EXAMINATION  OF  THE  SAME  WITNESS  BY  MR.  MCDONALD . 

Q,  Mr.  Baker,  there  seems  to  be  some  difference  of  .opinion 
as  between  What  you  consider  a  return  on  the  investment 
of  the  funds  of  a  company  and  the  return  on  the  invest  msnt 
as  referred  to  in  this  judgment  of  Mr.  Justice  Lsmont  the  t 
you  have  set  out  in  the  commencement  of  your  brief.  Would 
my  illustration  be  your  conception  of  the  thing?  If  Royelite 
took  $678,000  and  invested  $1000  in  each  one  of  the  678 
companies  referred  to  in  the  statistical  returns;  and  in 
the  year  1943  each  of  these  companies  paid  by  w  ay  of  a 
dividend  all  of  th:j  net  income  of  the  company  after  allow¬ 
ance  for  depreciation  and  deplet ion  which  would  be  retained 
by  the  company,  then  Roy  a  lit  e  would  receive  9,04  per  cent 
on  the  investment  of  $678,000.  That  is  your  illustration, 

A  Yes,  if  each  of  these  companies  paid  ell  of  their  net 
earnings  out  byway  of  cash  dividends. 

Q  Well  I  will  give  you  another  example  and  then  we  might 

argue  from  that.  There  is  currently  running  in  the  Fin¬ 
ancial  Post  two  accounts,  two  investment  accounts.  They 
call  them  the  MecNab  Account  and  the  Compton  Account.  They 
were  commenced  on  December  16th,  1944.  They  are  what  you 
call  theoretical  investment  accounts  as  illustrations  of 
hew  an  investor  might  get  8  return  if  he  followed  the 
procedure  outlined  by  the  management  of  those  two  accounts. 
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R.D.  Baker, 

Cross- Ex.  by  Mr.  McDonald. 


-  2974  - 


Q 


A 

0 

'  -J 


A 

Q 

A 

Q- 


A 


I  take  it  that  they  are  being  operated  in  theory  by  two 
different  financial  counsel  for  purposes  of  illustration. 
Now  I  see  that  the  MacNeb  Account  . 


♦  •  # 


MR.  CHAMBERS: 
MR.  MCDONALD: 


MR.  CHAMBERS: 


Which  paper  are  you  referring  to? 
The  Financial  Post. 

What  date? 

December  16th,  1944. 


MR.  MCDONALD: 

J 

MecNab  is  to  obtain  for  the  investors  the  maximum  income 
consistent  with  safety  of  capital  and  the  Compton  Account 
wants  income  but  he  also  hopes  to  enlarge  it.  His  aim  is 
about  50-50  between  income  and  capital  appreciation.  In 
other  words,  one  is  more  speculative  than  the  other. 


Yes. 

Now  I  seo,  if  you  will  just  look  at  this,  what  is  the  rate 
of  return,  the  average  rate  of  return  that  on  that  date  the 
MecNab  Account  would  earn? 

It  says  here  4.42  per  cent. 

What  is  the  average  rate  of  return  that  the  Compton  Account 
would  earn  on  that  date? 

It  says  here  3.94  per  cent. 

Would  you  look  at  those  securities  that  are  listed  in  these 
statements  and  tell  me  if  they  are  a  fair  average  invest¬ 
ment  in  Canadian  industrial  and  speculative  stocks? 

Yes,  they  are  hand  picked. 

MR.  MCDONALD:  I  tender  that,  Mr.  Chairman, 

Financial  post  dated  ^ecember  16th,  1944. 

FIRST  PAGE  OF  THE  SECOND 
SECTION  IS  NOW  MARKED 
EXHIBIT  112, 


Could  you  tell  me  if  there  are  any  public  utilities  in 
those  lists,  Mr.  Baker? 
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R.  D.  Baker, 

Cros  s- "SX8TI1.  by  Mr.  Me  Done  Id.. 
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Yes,  quite  a  few. 

Could  you  just  name  a  few  of  them,  just  to  illustrate? 

Well  there  is  Bell  Telephone. 

Yes . 

Winnipeg  Electric,  Montreal  Light,  Brazilian  Traction.  Is 
that  enough? 

Yes,  that  would  be  fine.  Now  we  will  take  Winnipeg  Electric. 
Is  Winnipeg  Electric  financed  on  a  composite  scheme  of  e 
bond  issue,  preferred  stock  and  common  stock,  or  which  of 
the  three? 

All  three. 

All  three,  yes.  Bell  Telephone,  is  that  all  three? 

Two. 

What  two  are  those? 

Bonds  end  common. 

Now  i  take  it  what  is  referred  to  here  are  common  stocks. 
Maybe  you  had  better  look.  I  just  have  not  checked.  No, 

I  think  Winnipeg  Electric  is  preferred  is  it  not? 

Winnipeg  Electric  is  preferred,  yes.  Bell  Telephone  is 
common,  Brazilian  is  common  and  Montreal  Light  is  common. 

Now  can  you  tell  me  if  that  Winnipeg  Electric  preferred  is 
a  guaranteed  rate  of  interest? 

Oh  no.  What  do  you  mean  by  guaranteed? 

Is  it  preferred  6$  cumulative? 

I  do  not  think  it  is .  I  have  forgotten. 

Well  I  do  not  know.  But  it  is  the  secondary  security,  any¬ 
way,  on  all  th  3  assets  of  that  company? 

Yes. 

That  is  why  it  is  preferred? 

Yes. 
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R,  D.  Baker, 

Cross- Exam.  by  Mr.  McDonald. 
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0  now  can  you  tell  me  what  is  the  rate  of  interest  on  the 
Winnipeg  Electric  bonds? 

A  The  rate  of  interest? 

Q  Yes. 

A  5  per  c  en  t . 

Q  Would  it  be  a  fair  assumption  that  the  preferred  stock  is 
preferred  to  a  dividend  rate  of  6$>? 

L  No,  because  it  says  5  here. 

MR.  CHAMBERS:  I  do  not  think  he  got  the  question. 

A  It  says  5  here. 

0,  MR.  MCDONALD:  That  is  5  per  cent  preferred? 

A  Do  you  want  me  to  say  6? 

q  No,  whatever  is  there,  that  is  what  I  want. 

A  That  is  all  it  says  here,  5  per  cent. 

q  Preferred  stock? 

A  Yes. 

Q,  Oh  yes.  in  fixing  your  rate  of  return  for  a  public  utility, 
the  rate  of  return  fixed  by  this  Board  or  8ny  other  governing 
body  is  the  gross  rate  of  return  from  which  the  bond  interest, 
5 $  or  whatever  it  is,  is  paid  and  then  the  preferred  stock 
interest  is  paid  and  whatever  is  left  then  goes  to  the  common 
stock,  is  that  not  so? 

A  Yes,  after  all  other  charges,  yes, 

q  Now  do  you  know  whether  Winnipeg  Electric  common  has  earned  a 
dividend? 

A  They  have  not  paid  one.  They  might  have  earned  one  but  they 
have  not  paid  one. 

q  Now  then  I  think  I  put  it  right  when  I  say  this  that  the 
rate  of  return  earned  on  these  two  accounts  or  the  stocks 
listed  in  those  two  accounts  of  4.42$  in  one  and  3.94  in  the 
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R.  D.  Baker, 

Cross -Exam,,  by  Mr.  McDoneld. 


-  2977  - 


other  is  the  amount  of  money  or  the  rate  of  return  fixed  by 
the  various  Boards  of  Directors, 

A  Fixed  whet? 

Q,  Fixed  by  the  various  Boards  of  Directors. 

A  The  rate  of  return? 

Q,  No,,  the  amount  of  money  that  is  referred  to  in  that  percentage. 

The  various  Boards  of  Directors  have  declared  a  dividend. 

A  Well,  Boards  of  Directors  do  not.  It  is  by  contractual 
obligation  on  the  bonds  and  after  that  on  the  preferred. 

After  that  on  the  common,  that  is  the  decisidn  of  the 
Directors,  yes. 

o  But  on  common  stock:  a  dividend  is  declared  by  the  Board  of 

Directors.  It  is  not  a  matter  of  contract,  the  question  of 
common  stock. 

A  In  some  cases,  quite  a  few  cases,  it  might  have  to  be 

qualified  by  their  bylaws.  In  other  words,  they  might  not 
be  able  to  pay  dividends  until  their  working  capital  has 
reached  a  certain  point.  They  might  not  be  able  to  pay 
dividends  until  certain  charges  have  been  met  prior  to 
that.  They  might  have  to  anticipate.  It  is  by  the  Board 
of  Directors  after  that, 

0,  Do  you  think  in  most  industrial  companies  that  they  pay 
out  their  entire  net  income  in  dividends? 

A  Beg  pardon? 

Q  Would  you  say  that  most  Boards  of  Directors  pay  out  by  way 
of  dividends  the  entire  net  income  of  the  company? 

A  I  know  companies  that  do,  yes. 

Q  But  in  that  list  of  companies  referred  to  in  those  two 
a  ccount  s? 

A  No,  I  cannot  say  that  I  am  sware  of  any  of  those  companies 
paying  out  their  entire  net  income.  It  could  be  but  I  do 
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not  know. 

In  other  words,  the  income  of  the  companies,  as  you  have 
referred  to  in  your  evidence,  is  only  partly  paid  out  in 
di  vi  dends? 

Cash  dividends? 

Yes. 

Yes. 

And  partly  retained  in  the  company? 

Yes. 

In  surplus  accounts  or  in  special  accounts  for  reconversion 
or  something  of  that  kind? 

That  is  right  . 

Just  while  we  are  dealing  with  dividends,  reference  was 
made  yesterday  to  the  Royal  it  e  Company  having  paid  e  dollar 
dividend  in  the  year  1944,  for  instance,  and  reference  was 
made  to  the  fact.,  of  the  stocks  having  a  market  value  of 
$20.00  which  would  give  a  rate  of  5$.  Now  can  you  recollect 
what  the  market  value  of  Royalite  stock  was  say  in  1933  or 
1934? 

No.  I  have  got  it  here,  but  I  cannot  recollect  it. 

Well  if  you  have  it  would  you  tell  me? 

Wha  t  ya  a  r? 

1933. 

Oh,  1933,  I  do  not  go  back  thQt  far. 


( Go  to  pa  ge  2979  ) 


I 


( )‘* 


III' 


rr 


1 

.  ;•  j 


K 


•  t ‘ 

...  i 


r  "f  t 


r:\.  >, 


■  .  ...  f  ». 


.L  mi 


4  - 

k-  O 


f  1 

!..» 


C-l-l  9.45  a.m. 


R.  D.  Baker, 

Cross -Exa m. by  Mr.  McDonald. 


-  2979  - 

Q.  Oh,  1933? 

A  Oh,  1933,  I  did  not  go  back  that  far. 

Q,  How  far  back  do  you  go? 

A  I  go  back  to  1938. 

Q,  What  was  it  in  1936? 

A  In  1938  was  $43.00. 

Q,  Well  now,  from  your  experience  in  the  market  can  you  tell 

me  in  what  year  the  Royalite  stock  had  been  freely  traded  in 
under  $10.00? 

A  In  wbat  year  was  it  what? 

Q,  Being  freely  traded  in  under  $10.00  per  share,  have  you  any 
recollection  of  that? 

A  No,  I  cannot  go  back  that  far. 

Q.  I  am  going  to  suggest  to  you  in  that  year  or  in  those  years 

the  Royalite  dividend  was  not  a  dollar  but  was  a  dollar  and  a 
half  a  share? 

A  A  dollar  and  a  half  in  1938, 

Q,  Yes,  but  the  stock  was  up  to  $43.00;  now  would  you  say  that 
tnere  is  any  real  connection  between  the  merket  price  of  the 
stock  and  the  amount  of  dividend  which  has  been  paid  by  the 
Royalite  Oil  Company  from  time  to  time? 

A  Not  necessarily. 

Q,  I  suggest  as  a  financial  counsel  that  you  would  recommend 

to  a  purchaser  of  stock  of  the  celibre  of  Royalite  that  it 
would  be  a  good  nurcha.se  because  t  s  a  subsidiary  company 
and  there  will  be  or  could  be  anticipated  a  regular  dividend 
payment  because  of  the  fact  that  the  parent  organization 
requires  the  income  from  its  subsidiary,  would  that  be  sound 
advi ce? 

A  It  would  be  a  factor. 
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Yes? 

In  giving  the  advice,  yes. 

Yes,  and  I  suggest  to  you  that  the  dollar  rate  of  dividend 
whioh  is  maintained  in  Royslite  is  maintained  psrtly  to  maintain 
the  income  of  the  Imperial  Oil  Company? 

MR.  CHAMBERS:  Are  you  putting  that  to  him  as  a  fact? 

MR.  McDONALD:  I  am  suggesting  to  him  that  that  would 

be  a  factor. 

MR.  CHAMBERS:  Then  you  are  asking  him  to  assume  that 

that  is  a  factor? 

MR.  MCDONALD:  Yes. 

MR.  MCDONALD:  Is  that  a  factor? 

Repeat  that,  will  you? 

Is  it  a  factor  in  maintaining  the  dollar  rate  of  income  for  the 
Royalite  Company? 

A  subsiduary  earning? 

Subsiduary  earnings,  yes.. 

It  could,  yes. 

And  that  is  also  true  of  the  consolidated  Mining  &  Smelting 
Company  of  Canada  Limited,  e  subsidiary  of  the  Canadian  Pacific 
Railway  Company. 

I  never  heard  of  the  Cons  oluda  ted  Mining  &  Smelting  Company  of 
Canada  Limited  being  a  subsidiary  of  the  Canadian  Pacific 
Railway  Company,  have  you? 

Well  I  think  during  the  depression  years,  I  think  it  was  the 

main  source  of  revenue  of  the  Canadian  Pacific  Railway  Company. 

\ 

T^e  Canadian  Pacific  Railway  Company  owns  stock  in  the  Consol¬ 
idated  Mining  but  I  never  heard  of  it  as  a  subsiduary  of  the 
Canadian  Pacific  Railway  Company. 

I  will  not  argue  that  with  you,  I  do  not  know,  but  you  will 
admit  that  the  International  Petroleum,  Mr.  Baker,  is  a  subsid- 
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R*  H.  Baker, 

Cross  -Exa  m.  by  Mr.  McDonald. 

-  2981  - 

iary  of  the  Imperial  Oil  Company? 

A  Is  it? 

Q,  I  think  it  is  in  the  consolidated  balance  sheet,  although  I  am 
not  sure. 

MB.  CHAMBERS :  Now  if  you  rre  going  into  these  things 

I  think  you  or  somebody  should  go  into  the  witness  box. 

TFE  CF.AIRMAN:  He  is  suggesting  it  to  the  witness  end 

if  the  witness  srys  TTI  don’t  know”  there  is  no  harm  done,  end 
if  he  s^ys  >^e  does  know  then  he  mry  answer. 

MR,  CHAMBERS:  Then  the  examiner  proceeds  to  say 

it  is  so. 

Q.  MR.  McDON/LD:  I\To,  I  do  not  know,  Mr.  Bgker,  do  you? 

A  No ,  I  do  not  know. 

Q,  Is  it  in  the  consolidated  balance  sheet  of  the  Imperial  Oil 

Company? 

TFE  CF/IRM/sN:  The  Valley  Pipe  Line  Company  is  another 

subsidiary. 

WITNESS:  I  would  say  it  is  looked  upon  as  being 

in  the  Standard  family,  is  that  sufficient? 

Q.  MR.  McDON/iLD:  That  is  sufficient.  It  is  not  important. 

Now,  Mr.  Baker,  would  you  say  that  the  year  1943  was  a  normal 
year  for  Canadian  industrial  operations? 

A  I  do  not  think  it  w;ould  bd  fair  to  say  that  any  year  since 
the  outbreak  of  war  has  been  a  normal  year. 

Q.  Now  for  the  purposes  of  ascertaining  excess  profits  tax,  the 

Income  Tax  office  or  Parliament  stipulated  that  the  normal  year 
of  a  corporation  of  any  business  would  be  the  average  profits 
earned  for  the  years  1936  to  1939  inclusive,  that  is  generally 
known? 

A  Yes. 
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Crwss.Exrm.by  Mr.  McDonrld. 

-  2982  - 

Q,  /:nd  thc-y  cr  lied  thrt  the-  "St^nd^rd  profit11? 

L  Yes. 

Q,  Now  would  you  say  that  thrt  profit  covering  those  four  years 
would  be  a  standard,  would  be,  -  no,  I  will  put  my  question 
this  way,.  would  you  sey  thet  business  conditions  from  1936 
to  1939  inclusive  could  be  considered,  when  averaged  out, 
would  be  standard  or  average  business  conditions? 

&  Well  it  works  thrt  way  in  some  cases  but  I  think  if  youwill 

discuss  that  matter  with  the  Board  of  Referees  they  will  admit 
that  it  was  most  iniquitous  in  far  more  cases  than  they  ever 
dreamed  it  would  be,  it  was  not  normal  in  a  great  many  cases 
and  that  is  why  there  was  a  Board  of  Referees. 

Q,  There  had  to  be  many  adjustments? 

L  Oh,  thousands. 

Q,  But  on  the  over-all  picture  would  vou  say  that  it  was  standard? 

L  That  would  depend  on  which  side  of  the  fence  T  happened  to 

be  on . 

Q.  THE  CF/IRM/.N:  Well  would  it  be  a  fair  index? 

L  It  was  intended  to  be  but  it  did  not  turn  out  to  be. 

Q,  MR.  MCDONALD:  The  reason  I  bring  that  up,  Mr.  Baker, 

is  this  ,  that  what  I  think  this  Board  should  look  to  is  to 

fix  a  rate  of  return  that  is  related  to  normal  business  con- 
ditions  rather  then  to  abnormal  business  conditions? 

L  It  should  try  to  do  that. 

Q,  /-nd  I  suggest  to  you  that  the  point  to  start,  I  am  suggesting 

to  you  thet  the  point  to  start  is  not  the  year  1943  but  the 
years  1936  to  1939  inclusive,  and  averrge  out  your  rate  of 
return  for  those  years  as  a  basis,  whet  comment  have  you  on 
that  suggestion? 

L  I  have  not  any  on  it  at  all.  I  think  that  it  would  probably 
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test  out,  it  would  surprise  me  if  it  was  very  muoh  different 
from  1943  because  the  taxation  feature  has  balanced  things  out, 
as  you  know,  pretty  well. 

Q,  Yes.  Well  T  mean  if  the  tax  feature  does  balance  it  out,  then 
t*e  1943  might  be  approximately  equitable? 

A  Yes t  and  I  think  you  might  be  surprised  at  what  you  would  find, 
that  is  what  the  taxes  rre  supposed  to  do. 

Q,  Yes,  that  is  its  purpose;  do  you  or  do  you  not  know,  Mr. 

Baker,  that  in  connection  with  special  war  contracts  awarded 
to  numerous  industrial  concerns,  special  depreciation  allowances 
have  been  made  in  connection  with  war  installations? 

A  That  is  right. 

Q,  Dnd  the  fact  that  those  depreciations  were  taken  at  say  50 -jo 

instead  of  1  bfof  would  be  reflected  somewhere  in  the  increased 
earnings  of  those  companies? 

L  Cash. 

Q,  Yes,  in  the  case  income? 

L  Well  not  without  cheating. 

Q,  I  just  wanted  your  opinion  on  that,  to  test  your  summary. 

Now  can  you  express  an  opinion  on  this  suggestion,  Mr.  Baker, that 
if  in  fixing  a  rate  base  the  Utility  Board  uses  a  yardstick 
which  gives  to  the  Utility  Company  a  liberal  rate  base,  that 
is  reproduction  costs  new  say,  in  a  relatively  high  price  year 
such  as  1943,  that  in  fixing  the  rate  of  return  the  Utility 
Board  should  fix  the  rate  on  a  diminishing  basis,  on  a  lesser 
basis  than  if  it  had  used  a.  more  rigid  yardstick  in  making 
the  rate  base. 

A  I  wonder  if  I  have  been  called  here  to  answer  that  particular 
question. 

Q,  Well  have  you  an  opinion  on  it?  I  do  not  know  whether  you 
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feel  qualified  to  answer  it  or  not? 

A  No,  I  am  not  sufficiently  well  informed  to  give  an  opinion  on 
that. 


Q.  From  your  experience  can  you  tell  me,  no,  I  do  not  think  I 
will  pursue  that  further,  -  can  you  express  an  opinion  on 
the  matter  of  income  taxes  bearing  on  the  rate  of  return,  do 
you  think  you  are  qualified  on  that? 

A  I  am  not  a  tax  jxrert. 

MR.  MCDONALD :  Thank  you. 


THE  CHAIRMAN: 
MR.  STEER: 

THE  CHAIRMAN: 
MR.  EAR  VIE: 


Mr.  Steer,  do  you  wish  to  cross-examine? 
I  have  nothing,  Mr.  Chairman. 

Mr.  Harvie? 

No . 


THE  CHAIRMAN: 


All  right  then,  Mr.  Chambers 


RE-EXAMINATION  BY  MR.  CHAMBERS  : 

Q.  Mr.  Baker,  my  friend  Mr.  McDonald  has  <)ust  discussed  with  you 
your  view  as  to  the  relftive  net  earnings  of  the  companies'' 
during  the  war  years  and  prior  to  those  years,  and  I  think  you 
said  to  him,  and  correct  me  if  I  am  wrong,  that  your  view,  by 
end  large,  was  that  the  extra  taxation  imposed  during  the  war 
pretty  well  evened  the  thing  out  for  the  companies  as  compared 
to  prior  to  the  war  end  during  the  war,  am  I  right  in  that? 

A  It  was  designed  to  do  that. 

* 

(Go  to  Page  2985  - 
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Q,  Well  now  then  Mr.  Baker,  would  you  turn  to  the  Bank  of  Canada's 
Statistical  Summary  that  you  filed  yesterday  as  Exhibit  107 

4 

and  which  is  referred  to  in  your  Exhibit  106,  and  as  I  under¬ 
stand  it  you  take  the  last  column  on  Page  11  of  the  Bank  of 
Canada  report  and  you  deduct  the  funded  debt  and  the  advances 
from  the  Government  and  loans  from  parent  and  other  companies 
and  you  find  that  the  shareholders  funds  in  the  business 
amounted  to  $3,251,000,000.  Is  that  right  ? 

A  That  is  right. 

Q,  And  then  you  took  the  net  earnings  after  the  income  tax  and 
applied  it  to  that  $3,251,000,000  and  the  answer  was  9.04$ 
was  it  not  ? 

A  That  is  right. 

Q,  And  that  was  the  net  average  earnings  for  the  678  companies 

for  the  year  1943.  Now,  Mr.  Baker,  I  am  going  to  suggest  this 
to  you  and  I  know  you  have  not  done  the  figuring,  but  I  have 

t  , 

had  it  figured  and  I  would  like  you  to  check  this  later  if  my 
figures  are  not  right.  I  suggest  that  if  you  take  the  first 
column,  the  year  1936,  as  shown  on  Page  11  of  Exhibit  107, 
and  apply  to  it  the  same  methods  that  you  used  in  arriving  at 
your  9.04$  for  the  year  1943,  that  the  figures  that  you  get 
for  1936  is  8.13,  and  that  if  you  do  the  same  for  the  year 
1937  you  get  10.17,  and  if  you  do  the  same  for  1938  you  get 
8.41,  and  if  you  do  the  same  for  the  year  1939  you  get  9.88. 

Now  I  am  Just  assuming  that  you  take  my  figures  as  correct 
for  the  moment  and  that  you  take  the  average  of  those  figures 

for  the  years  1936  to  the  year  1939,  both  inclusive,  that  the 

average  is  9.15$  as  compared  with  9.04$  for  the  year  1943. 

Now  what  I  am  putting  to  you  is  this,  that  that 

suggests  to  me  and  I  am  asking  you  whether  you  agree  with  me 
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Q, 
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or  not  that  by  virtue  of  the  operation  of  the  excess  profits 
tax  and  the  other  war  taxes  imposed,  the  net  result  is  more 
or  less  that  the  companies  have  paid  in  taxes  sufficient  moneys 
which  have  more  or  less  kept  their  net  earnings  after  paying 
taxes  about  more  or  less  constant  from  1936  on  during  the  war 
years.  Do  you  agree  with  that  assumption  ? 

Yes,  the  scheme  of  taxation  was  that  no  one  should  make  a 
dollar  out  of  the  war.  It  was  designed  to  prevent  that  very 
thing.  Therefore  net  earnings  must  be  more  or  less  the  same. 
DR.  BOOMER:  That  did  not  apply  to  personal  income  ? 

No  you  are  right,  sir. 

MR.  CHAMBERS:  I  submit  this  Board  is  not  sitting  on  a 

matter  involving  personal  income. 

THE  CHAIRMAN:  Probably  I  wish  it  were. 

MR.  CHAMBERS:  And  I  also. 

Now  my  learned  friend  Mr.  McDonald  also  put  to  you  some  ques¬ 
tions  as  to  why  it  was  thought  Royalite  paid  a  dollar  dividend 
and  also  why  the  Consolidated  Smelters  paid  some  other  divi¬ 
dends  and  he  suggested  to  you  as  I  take  it  that  one  of  the 
reasons  that  they  paid  dividends  was  so  that  the  parent  com¬ 
pany  would  get  some  of  the  income.  Do  you  recall  that  ? 

Yes. 

Yes.  Let  me  put  this  to  you  bluntly.  Do  you  know  why  the 
Royalite  Company  Directors  or  the  Smelter  Company  Directors 
happened  to  adopt  the  dividend  policy  that  they  have.  Do  you 
know  ? 

I  have  not  any  idea. 

You  can  conjecture  up  various  things  that  might  influence  them. 
That  is  as  far  as  you  can  go.  Is  that  a  fair  way  to  put  it  ? 
That  is  right. 
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A 
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I  suggest  to  you  when  we  are  going  into  the  realm,  of  conjecture, 
I  suggest  to  you  this  might  influence  the  situation.  It  has 
been  intimated  here  that  other  interests,  and  it  is  a  fact, 
engaged  in  the  oil  industry  control  or  have  a  majority  share 
interest  in  the  Royalite  Company.  That  is  more  or  less  under¬ 
stood.  You  know  that  Mr.  Ba*ker  ? 

Yes. 

And  that  the  parent  or  controlling  interest  is  also  interested 
in  the  obtaining  of  oil  resources.  That  is  common  knowledge 
is  it  not.  And  to  a  certain  extent  at  least  use  earnings  or 
their  funds  in  drilling  and  other  development  purposes.  Is 
that  not  right,  Mr.  Baker  ? 

I  would  assume  so. 

So  there  are  various  factors  that  must  influence  the  Board  of 
Directors  of  Royalite  or  any  other  company  in  their  decision 
to  pay  cash  dividends  or  not.  That  is  just  a  fair  way  to  put 
it  is  it  not.  Now  Mr.  Baker,  turning  back  to  the  discussion 
that  took  place  yesterday.  With  the  terms  net  earnings  that 
were  used.  I  think  that  is  what  you  used  and  the  term  dividend 
was  used  too.  Now  for  the  purpose  of  discussion  would  you  tell 
me  first  of  all  what  is  your  conception  of  what  we  mean  by  the 
net  earnings  of  a  company  ? 

The  net  earnings  of  a  company  may  be  said  to  be  dollars  that 
create  a  fund,  the  owners  of  whom  are  the  partners  of  the 
company,  that  is,  the  shareholders.  That  fund  is  free  of  any 
obligation  and  may  be  used  in  any  manner  without  reference  to 
others  excepting  the  partners.  It  may  be  disbursed  any  way  at 
all  so  long  as  it  is  in  the  interest  wholly  of  the  partners  of 
the  company,  the  shareholders. 

When  you  speak  of  partners  you  speak  of,  technically  they  are 
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shareholders  ? 

Shareholders  • 

And  when  we  speak  of  the  Directors  they  in  f'ct  ore  in  y  ur 

view  the  agents  named  by  the  - 

\  •  / 

Trustees  for  the  partners. 

Now  for  the  purpose  of  the  record  would  you  give  me  in  general 
words  what  you  understand  by  the  word,  or  what  is  your  con¬ 
ception  of,  a  dividend,  a  company  dividend  ? 

Of  what  ? 

Of  a  dividend.  You  told  us  now  about  net  earnings.  Now  what 
is  your  conception  of  a  dividend. 

Well  a  dividend  may  be  disbursed  in  all  sorts  of  ways.  I  think 
the  common  conception  of  a  dividend  is  cash  dividend.  Another 
well  known  dividend  is  a  stock  dividend.  You  may  have  divi¬ 
dends  too  disbursed  in  goods.  For  instance,  the  dis¬ 

tillers  on  some  occasions  gave  cases  of  whiskey.  Not  recently 
but  they  used  to.  Dividends  may  be  declared  in  essence  in 
bricks  and  mortar.  You  have  your  net  earnings.  The  Directors 
may  say  to  the  partners,  we  will  pay  you  ten  cents  on  the 

dollar  of  those  net  earnings  in  cash.  We  will  give  you  frac- 

with 

tional  stock  and/the  balance  of  these  earnings  we  are  going 
to  build  a  plant  that  we  hope  will  develop  those  funds  of 
yours  and  in  future  we  may  pay  larger  cash  dividends,  but 
the  ready  reference  when  people  speak  of  dividends  is  usually 
thought  of  in  cash. 

In  what  is  paid  out  in  actual  dollars  and  cents  ? 

Yes. 

Mr.  Baker,  I  want  to  put  this  assumption  to  you.  Suppose  you 
have  two  companies.  We  will  take  your  own  city  of  Winnipeg. 
Suppose  you  have  two  companies  carrying  on  business  in  the 
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city  of  Winnipeg  and  they  each  have  the  same  amount  of 

shareholders’  funds  invested  in  them.  They  are  both  in  the 
same  line  of  business  and  they  are  both  well  managed,  and  they 
both  earn  9.04$.  That  is  their  net  earnings  amount  to  9.04$ 
over  a  period  of  years.  Companies  T,A"  and  TTB'f. 

Ctmpany  MATf  ,tho  dir ectors  in  their  discretion  have 
over  the  years,  instead  of  paying  the  9.04 $  out  in  dividends 
each  year,  they  have  adopted  the  policy  of  having  actually 
paid  out  only  6 $  each  year  and  they  have  kept  the  other  3.04 $ 
in  the  business,  either  in  bonds,  buildings  or  something  else 
of  that  nature.  That  is  Company  nA”. 

Now  you  take  Company  "B”.  The  only  difference  is 
that  Company  ”B”  has  adopted  the  policy  -  its  directors  -  over 
a  period  of  years  of  paying  out  to  its  shareholders  each  year 
the  full  net  earnings.  In  other  words  9.04$.  Now  we  will 
come  down  to  today.  That  is  the  situation  of  the  company. 
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Q,  What  I  am  patting  to  you  is  this,  that  in  the  event  of  the 

shareholders  of  those  two  companies,  and  they  both  want  to  sell 
at  the  same  time,  which  company  would  get  the  most  for  its 
undertaking? 

A  MAn  because  it  would  have  more  assets. 

Q,  THS  CP  .AIRMAN:  But  is  not  that  only  a  deferred  payment 

of  your  dividends? 

A  If  the  companies  come  up  for  sale,  "A”  would  be  better  than  11 B”. 

Q,  But  that  is  only  a  deferred  payment  of  your  dividends? 

A  Yes,  exactly. 

Q  MR.  CF AMBERS :  In  other  words,  company  tTAn  that  has 

not  paid  out  all  its  money  in  dividends,  if  that  company  sold 
out  and  the  money  divided  among  the  shareholders,  they  are 
getting  more  in  cash  non  because  they  have  not  taken  it  out  as 
much  in  dividends  earlier,  and  that  is  a.  fair  way  to  put  it, 
is  it  not? 

A  Y6s. 

Q.  TPE  CHAIRMAN:  Or  put  the  same  problem  in  another 

way,  if  one  company  pays  small  dividends  and  creates  large 
reserves,  either  in  cash  or  by  putting  profits  into  eddi 
tional  assets,  you  get  a  capital  addition,  end  you  can  sell 
the  one  and  get  your  capital  that  way.  It  results  in  capital 
epprecir  tion,  does  it  not? 

A  Well,  you  will  have  to  qualify  that,  I  think,  because  market¬ 

ability  does  not  always  exist,  particularly,  as  you  know,  in 
small  private  companies. 

Q.  Quite  right. 

i 

MR..  CHAMBERS:  I  do  suggest,  Sir,  in  view  of  some  of 

the  arbitrary  provisions  of  the  Income  Tax  Aot  that  does  not 
necessarily  follow  now.  For  instance,  I  have  in  mind  the 
provision  where  the  company  makes  the  distribution  of  its 
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surplus,  or  if  the  comprny  hr s  my  surplus  on  hrnd,  any 
distribution  of  its  rssets  is  presumed  to  be  8  dividend. 

THE  CHAIRMAN:  Thst  is  right. 

MR.  CHAMBERS ;  Whet  I  am  saying  is  this,  if  my 

« 

property  is  to  have  a  value  on  present  day  values  I  am  entitled 
to  have  my  rate  of  return  fixed  on  present  day  earnings. 

Q.  Mr.  Baker,  I  suggest  to  you  on  the  discussion  that  you  have 
heerd  and  we  have  had  here  just  now,  that  it  illustrates  in 
concrete  form  the  difference1 between  net  earnings  and  dividends, 
the  implications  r re  such  that  we  have  just  illustisted,  is  that 
right? 

\ 

A  It  what? 

Q,  It  illustrates  the  difference  between  net  earnings  and  dividends 
of  cny  one  company,  that  I  hevs  illustrated  to  you,  or  rather 
that  in  the  one  company  that  I  have  illustrated  to  you  the  net 
earnings  and  tho  dividends  were  the  same,  and  in  t^e  other  the 
net  earnings  and  the  dividends  were  substantially  different. 

A  Cash. 

Q.  Yes,  cash  dividends  I  am  talking  about*  Now,  would  you  turn, 
Mr.  Baker,  for  a.  moment  to  .your  report,  Exhibit  106,  the  first 
report  that  you  read  yesterday  *  and  in  the  first  par&graoh, 
which  is  the  quotation  from  the  Supreme  Court  of  Canada,  as  I 
understand  your  evidence,  it  is  this,  that  assuming  that  is  the 
test,  in  your  opinion  applying  what  you  understand  by  that 
test,  this  rate  for  the  Madison  Company  should  be  9-|,  is  that 
a  fair  way  to  put  it? 

A  That  is  right. 

Q,  Now  then,  am  I  right  in  this,  that  in  your  application  of  that 
definition  you  do  not  in  your  interpretation,  whether  you  are 
right  or  wrong,  you  do  not  read  into  thst  or  imply,  just  follow 
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the  wording: 

uBy  a  fair  return  is  meant  thst  the  company  will  be 
allowed  as  large  a  return  on  the  capital  invested 
in  its  enterprise  (which  will  be  net  to  the  com¬ 
pany)  as  it  would  receive" 

and  then  you  do  not  read  into  it,  as  I  understand  it, "by  way 
of  cash  dividend"? 

A  No,  certainly  not.  I  do  not. 

Q,  And  probably  that  is  some  of  the  difference  between  us,  but 
that  is  your  view  anyway,  Mr.  Baker,  am  I  right  in  that? 

A  That  has  always  been  my  view  of  it  or  I  would  not  have  used 
thst  definition. 

Q,  And  you  say  that  'y  virtue  of  the  Bank  of  Canada  statistics 
the  average  net  earnings  for  Canadian  corporate  industry  is 
9.04/o,  that  is  the  first  step. 

A  Yes . 

Q.  And  then,  as  I  understand  it,  you  say  that  the  shareholders 

or  that  Madison  itself,  this  particular  company,  Madison, 
is  entitled  to  a  net  earning  higher  than  9.04,  you  say  that? 

A  Exactly. 

Q,  One  of  the  reasons,  as  ^  understand  it,  for  you  saying  why 

this  Madison  should  have  e  net  earning  higher  than  the  average, 
is  Clause  (d)  on  page  2  of  your  report,  in  which  you  say: 

"Should  the  field  peter  out  ahead  of  the  estimated 
life,  or  adjacent  fields  as  close  or  closer  to 
Calgary  develop  suoh  as  Jumping  Pound,  e  new  and 
cheaper  fuel  developed,  or  social  changes  result 
in  a  shift  in  population,  this  company  would  lose 
justification  for  its  continued  operation." 

You  say  that  is  one  of  the  reasons  why  this  company  should  h've 
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r  net  Gfrning  higher  thrn  the  average? 

A  That  is  right. 

Q,  Yes.  A s  I  also  undeistma  you,  you  correct  me  if  I  "  m  wrong, 
that  that  quotation  from  your  report  which  I  have  just  read, 
also  leads  you  to  your  conclusion  whereby  in  your  opinion  this 
business  is  not  suitable  to  be  financed  by  a  bond  issue,  is  that 
right? 

i\  That  is  probably  the  major  factor. 

Q,  Now  have  you  any  otter  factors  in  mind? 

A  Well,  as  I  say,  marketability,  finding  buyers. 

Q  ket  me  nut  this  to  you  -  by  the  way  ,  you  know  from  the  Press 
and  from  following  the  developments  in  the  West,  that  various 
oil  companies  including  the  larger  American  oil  companies, 
are  engaged  in  exploration  work  for  oil  and  gas  in  Alberta': 

A  Yes  I  know  that. 

Q.  Yes.  me  put  this  to  you:  Assume  that  at  some  period  in 

the  next  few  .years,  ten  years  from  now,  or  five  years  from 
now,  gas  in  sufficient  quantities,  natural  gas,  could  be 
obtained  at  Jumping  Pound  or  nearer  to  Calgary,  or  on  the 
North  Hill,  outside  of  Calgary,  as  a  result  of  which  g as 
could  be  supplied  to  the  citizens  of  Calgary  at  a  rate  lower, 
substantially  lower,  than  this  gas  from  the  Madison  system, 
end  assume  that  the  Calgary  Gas  Company  said  iTWe  are  not  buying 

gas  any  more  from  Turner  Valley,”  have  you  any  idea . 

THE  CHAIRMAN:  I  want  you  to  put  one  other  assumption 

as  well,  Mr.  Chambers,  if  you  please. 

MT'.  CHAMBERS:  Yes  . 

THE  CHAIRMAN:  And  assuming  that  Royalite  does  not 

go  to  the  Legislature  for  protection  of  its  Turner  Valley 
market  or  a  share  of  it. 


i.  .  .  . 
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Now,  Sir,  that  is  not  m3;  assumption. 


If  you  want  to  put  that  to  him,  I  submit  you  can  do  it,  beoeuse 

1 

I  say  that  is  an  assumption  that  cannot  enter.  I  mean,  we  may 
go  to  the  Legislature,  but  what  happens  there,  then  youwould 
have  to  assume  that  the  Legislature  does  not  protect  us  as 
well . 

THE  CHAIRMAN:  Put  that  in  as  another  element. 

Q,  MR.  CHAMBERS:  Bur,  Mr. baker,  as  far  as  my  question 

is  concerned,  and  with  deference,  you  can  ignore  the  Legislature 
for  a  moment? 

A  Well  can  I? 

Q.  Well,  I  am  asking  you  for  the  purposes  of  my  proposition  to  do 
that.  Now,  can  you  give  me  any  idea  what  would  be  the  value 
or  the  realizable  value  by  Madison  from  its  equipment  down 
there  in  Turner  Valley? 

A  I  could  not  give  you  any  idea  of  the  value.  I  am  not  an  engineer 
But  I  would  not  like  very  much  to  have  to  take  cere  of  a  fore¬ 
closed  bond  issue,  as  I  said  yesterday,  because  it  would  seem 
to  me  that  you  would  be  trying  to  sell  a  plant  on  a  buyers* 
market  and  from  what  T  learned  of  the  hazards  of  this  business, 
it  would  seem  to  be  a  pretty  difficult  thing  to  do.  But  as 
to  the  value  I  could  not  give  you  that. 

Q,  That  is  all,  Mr.  Baker.  Will  you  answer  the  members  of  the 
Board  please? 

MR.  FENERTY:  May  I  ask  one  question  on  this  state¬ 

ment  here? 


THE  CHAIRMAn: 


Yes  . 


MR.  FENERTY: 


I  do  not  want  to  take  too  long. 
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RE-CROSS-EX/^ilN;  TION  BY  MR.  FENERTY 

/ 

Q,  Mr.  Bstei-r,  dealing  with  this  exhibit  107,  the  Statistical 
Summary  of  the  Bank  of  Canada? 

I  Yes  sir. 

Q,  In  the  second  group  of  figures  under  the  heading  ,TUse  of  Funds” 
we  find,  do  we  not,  what  actually  becomes  of  the  undistributed 
profits  as  well  as  the  other  income  of  the  company,  not  included 
in  net  income,  that  is  right? 

I»  Ye  s  . 

Q,  In d  if  you  will  look  at  the  fourth  column,  in  the  first  group, 
"Depreciation  Charges”  and  compare  them  with  the  first  column 
in  the  second  group  "Investment  in  Plant,  Property  &  Equipment" 
you  will  find,  will  you  not,  that  excepting  the  years  1956  and 
1937,  the  amount  invested  in  PMnt,  Property  &  Equipment 
falls  very  much  below  the  depreciation  charges.  For  instance, 
look  at  1941,  depreciation  charges  174  -  take  !42  which 
seems  to  be  tve  highest  depreciation  charges,  196,  investment 
in  Plant,  Property  &  Equipment  12  8.  Now,  I  quite  realize 
that  the  depreciation  charges  may  be  said  to  be  a  bookkeeping 
entry,  but  in  theory  at  least  the  result  is,  end  assuming 
depreciation  charges  to  be  proper,  that  in  six  of  those  8 
years  these  companies  on  the  average  have  not  replaced 
the  wear  and  tear  on  the  plant? 

I  They  have  not. 


(Go  to  Page  2  99  6) 
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Q 

A 


Q 

A 


0 


A 


Q. 


A 


# 

A 

Q 

A 

Q, 

A 

Q 


That  is  right  is  it  not? 

Well  that  was  generally  because  they  could  not  buy  materials* 
No,  I  am  talking  now  not  about  inventories.  I  am  talking 
about  plant,  property  and  equipment,  that  is  right. 

Plant,  property  and  equipment.  You  could  not  get  materials 
to  build  up  the  plant. 

I  am  not  criticizing  them  as  to  why  they  did  it  but  I  am 

;  r 

saying  that  they  have  paid  dividends  averaging  6.1$.  For 
whatever  reason  there  may  be,  perhaps  because  they  could  not 
buy  materials,  they  have  not  taken  care  of  the  wear  and  tear. 
They  hove  an  analysis  in  the  second  column  and  they  have  not 
provided  any  fund  out  of  which  future  dividends  can  be  paid, 
have  they?  You  see  your  allowances  of  everything. 

Well  your  depreciation  account,  what  is  that?  What  are  they 

» 

going  to  do  with  the  funds  they  have  built  up  in  their 
depreciation  account. 

Look,  "Use  of  funds".  .The  total  of  these  columns  is  equivalent 
to  the  total  net  source  of  earnings,  165  -  165. 

Yes. 

That  means  in  some  way  they  have  used  up,  in  addition  to 
their  distributed  profits  by  way  of  dividends,  they  have 
used  up  their  undistributed  profit,  their  depreciation 
charges  and  every  other  source  of  income  in  the  way 
indicated  in  the  second  group,  haven’t  they? 

No,  depreciation  is  cash. 

Would  you  look  at  it? 

I  em  looking  at  it.  Depreciation  is  cash.  What  do  you 
call  it? 

How  do  they  use  that  depreciation  allowance? 

As  a  reserve.  They  buy  Victory  Bonds  with  it. 

As  8  what? 
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A  As  a  reserve,  they  buy  Victory  Bonds  with  it.  That  is  why 
we  sold  so  many  bonds. 

Q  You  have  used  it  as  set  out  in  the  column,  haven’t  you? 

Let  us  take  1942.  Their  net  income,  313.  I  will  just  use 
the  figures  there.  They  paid  out  dividends  210,  that  is 
right  is  it  not?  They  have  undistributed  profits  103. 
Depreciation  charges,  196  and  so  on.  There  is  your  total 
of  funds  from  current  income  307.  Then  they  add  three  other 
small  items,  making  a  total  of  319,  Now  in  that  year  they 
also  used  that  319  didn’t  they.  You  see  the  figure  319  in 
the  bottom  in  red  in  the  second  group.  They  used  the  whole 
of  the  319,  didn’t  they? 

A  It  says  that  there. 

Q,  Well  you  are  backing  up  the  Bank  of  Canada  aren’t  you  in 
this  thing?  They  used  the  319.  How  did  they  use  it? 
Investment  in  plant,  property  and  equipment  -  128,  investment 
in  inventories  -  29,  investment  in  other  companies  -  3. 
Investment  in  refundable  Excess  Profits  Tax  -  20,  redemption 
of  Funded  Debt  -19,  redemption  of  preferred  stock  -  1. 
Increase  in  working  capital  ex-inventories  -  125.  That  is 
right,  is  it  not?  Is  not  that  what  happened? 

A  I  am  not  challenging  this.  You  just  read  it  out.  It  must 
be  right. 

Q,  it  must  be  right,  yes.  All  right  now  then,  the  fact  remains 
doss  it  not  that  in  each  of  those  years  except  the  first 
two,  the  companies,  perhaps  because  of  inability  to  get 
equipment,  material  and  so  on,  have  not  replaced  wesr  and 
tear.  Just  increased  their  capital  on  occasions,  I  think, 
an  increase  in  working  capital  apart  from  inventory.  Now 
it  has  provided  more  cash  for  working  capital  but  you  still 
have  not  got  any  funds  there,  have  you,  for  payment  of 
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dividends?  I  mean  they  ere  not  set  aside  for  payment  of 
dividends  in  the  future. 

A  That  unexpended’ 'portion  of  your  net  income,  you  must  have 
it.  Where  has  it  gone? 

Q  It  seems  to  me  it-  has  gone  where  these  red  figures  are, 
ha  s  it  not? 

A  Well  I  do  not  read  it  quite  that  way. 

0  Well  all  right,  let  us  leave  it  at  the  moment.  Is  that  not 
what  is  hap^ning  throughout  the  years,  that  it  does  not 
matter  what  the  income  of  these  companies  is  the  practical 
results  are  that  dividends  -  I  am  not  talking  about  capital 
gains  at  all,  I  am  talking  about  dividends. 

A  What  do  you  mean  by  dividends? 

) 

Q  Dividends  paid  to  shareholders. 

A  What  do  you  mean  by  dividends? 

q  Out  of  profits. 

THE  CHAIRMAN:  In  cash. 

A  In  cash. 

Q,  MR.  FENERTY:  Yes.  I  am  not  talking -about  any 

stock  bonuses  or  stock  splits  or  anything  of  that  kind. 

# 

I  am  talking  about  cash  dividends,  what  they  get  as  far 
as  a  return  on  their  money  is  concerned  by  way  of  cash 
dividends  and  it  works  out  at  about  6.1%  throughout  the 
ye  ar  s. 

A  Yes. 

q  What  you  really  had  in  mind  was  the  possibility  of  some 

stock  splits  or  bonuses-or  capital  gains  with  some  of  those 
companie  s , 

A  No,  because  they  are  not  capital  gains. 

q  Just  confine  it  to  the  one  thing  alone.  As  far  as  cash 

dividends  are  concerned  it  will  work  out  with  all  of  these 
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companies,  and  the  best  organized  companies,  throughout  the 
years  at  around  6$.  That  is  what  happens  in  cash  di  vid  end s . 

A  That  is  right  there,  is  it  not? 

Q  And  that  is  your  experience  is  it  not? 

A  Well  is  it  there? 

Q,  That  is  your  experience.  You  are  an  investment  man  and  you 
know  just  how  these  things  work  out. 

A  You  are  talking  to  me  about  this  official  publication  of 
the  Bank  of  Canada. 

0,  Yes. 

A  Well,  Ido  not  see  any  reason  to  challenge  it.  You  keep 
asking  me  if  those  figures  are  right.  I  assume  they  are 
right,  it  is  an  official  publication  of  the  Bank  of  Canada. 
You  read  them  all  out  and  you  say  "is  that  right?"  and  I 
say  "it  is  right". 

q  We  have  this  situation,  you  can  expect  cash  dividends  on 

investments  of  around  6$  and  whether  or  not  you  get  capital 
appreciation  depends  on  the  future,  whether  or  not  the 
company  is  efficiently  managed  and  has  good  luck  or  not  or 
whether  it  makes  losses.  That  is  the  situation  is  it  not? 

A  I  do  not  know  what  you  are  getting  at. 
q  wha  t  ? 

A  I  have  not  the  faintest  idea  what  you  are  getting  at.  If 
you  will  ask  me  questions  I  w  ill  answer  them. 

q  Does  it  matter  to  you  what  I  am  getting  at? 

A  I  hope  it  does.  You  have  not  yet  asked  me  a  question.  Ask 
me  a  question. 

Q  I  want  a  completely  unbiased  answer,  no  matter  what  I  am 
getting  at. 

MR.  CHAMBERS:  I  think  the  witness  says  "I  do  not 

understand  your  question  "  in  fact. 
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Q 

A 

Q 


A 

Q 


A 


THE  CHAIRMAN:  Repeat  the  question. 

BY  THE  REPORTER  READING; 

Q.  We  have  this  situation,  you  can  expect  cash  dividends 
on  investments  of  around  6$  and  whether  or  not  you 
get  capital  appreciation  depends  on  the  future,  whether 
or  not  the  company  is  efficiently  managed  and  has  good 
luck  or  not  or  whether  it  makes  losses.  That  is  the 
situation  is  it  not? 

MR.  FENERTY:  Let  me  try  to  be  8  little  clearer. 

It  is  probably  my  fault,  Mr.  Baker.  We  have  got  to  the  point 
that  companies  get  or  that  shareholders  of  companies  get 
cash  dividends  of  around  6$.  We  have  got  that  far,  haven’t 
we? 

/ 

If  that  is  in  the  record.  If  that  is  in  the  Bank  of  Canada 
record . 

Well  that  is,  you  are  a  financial  expert,  what  about  yourself? 
Well  I  will  not  say  they  would  average  6$  or  8%  or  9$.  I 
am  going  by  the  record  here,  if  it  is  there,  it  is  right* 

You  see  that  does  not  include  every  company  that  perhaps 
you  deal  in  does  it? 

Well  there  are  six  hundred  odd  here. 

Mr.  Baker,  what  I  am  asking  you  now  is  apart  from  the  Bank 
of  Canada,  as  a  financial  expert  and  general  manager  of 
James  Richardson’s,  with  a  large  experience,  would  you  say 
that  apart  from  this  group  of  six  hundred  odd  companies, 
that  an  average  of  around  would  be  a  very  reasonable 
estimate  of  the  cash  dividends  that  could  be  expected  from 
reasonably  well  managed  companies.  If  you  do  not  know  we 
will  forget  it.  If  you  do  know,  tell  me. 

Apert  from  the  Bank  of  Canada  record  which  I  go  by,  I  do  not 
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know . 

Q  You  do  not  knew  ? 

A  No . 

Q,  You  have  no  personal  knowledge? 

A  No  personal  know  ledge,  no. 

Q  That  is  all  right.  Now  to  go  back  to  what  I  was  trying  to 

talk  about.  We  will  assume  f  o  r  a  moment  that  6$  for  these 
particular  companies  anyhow  is  what  it  pays,  because  we  have 
8  record,  then  I  say  that  if  the  cash  dividends  are  approx* 
imately  6$  -  and  that  is  the  record  of  the  companies  -  the 
hope  of  the  shareholders  of  making  anything  more  than  6% 
dividend  is  in  a  capital  appreciation  with  the  resulting 
increase  in  the  sale  price  of  the  stock  of  the  company,  is 
that  right? 

A  No  ,  it  is  not  . 

0  That,  then,  plus  a  stock  dividend. 

A  No. 

Q,  What  other  source? 

A  The  shareholder  owns  the  balance'  between  what  you  say,  6.1 

and  9.04.  That  is  the  shareholder’s  money. 

q  And  is  invested  in  the  company’s  undertaking  in  other 
securit  ies . 

A  It  might  be  invested  in  any  manner. 

q  Yes,  but  we  will  come  back  to  the  Bank  of  Canada  which  has 

been  invested  in  increase  in  working  capital,  inventories 
and  other  securities  has  it  not?  Let  us  get  the  actual  facts 

A  All  right,  according  to  the  record,  yes. 

q  Whether  or  not  a  shareholder  ever  gets  any  portion  of  that 

depends  on  whether  or  not  the  company  operates  in  the  future 
at  a  loss  or  at  a  profit. 
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A  That  is  right. 

Q,  Now  all  right,  so  that  whether  the  shareholder  ever  gets 
more  than  6%  on  his  investment  is  in  the  lap  of  the  gods. 

i 

A  Not  necessarily  at  ell. 

Q  Not  necessarily,  no. 

A  No. 

Q  Well  if  the  company . 

A  They  might  liquidate  the  company.  They  might  liquidate 

the  company  and  pay  him  his  3,3. 

Q  Yes,  exactly. 

A  Yes. 

Q  A  company  might  liquidate  before  it  makes  further  losses. 

It  might  continue  and  make  large  gains. 

A  Yes. 

Q  Anything  of  that  nature.  But  I  say  the  distribution  to  the 
shareholder  by  way  of  stock  dividends,  return  on  capital  or 
undistributed  profits,  whether  it  is  invested  in  other 
sources,  depends  on  the  future  and  how  the  company  operates. 

-  A  That  is  right. 

q  Nobody  knows  what  will  happen  to  any  company. 

A  Well  I  don’t. 

CROSS-EXAMINATION  OF  THE  SiMS  WITNESS  BY  MR.  BLANCHARD 

Q  May  I  ask  another  question,  sir?  If  on  an  examination  of 

the  operations  of  the  678  companies  on  page  11  of  Exhibit  107 
you  had  found  that  the  net  earnings  of  these  companies  was 
5%  instead  of  9.04%,  what  would  have  been  your  recommendation 
as  to  the  rate  of  return  that  Madison  should  recieve. 

A  Well  I  think  perhaps  I  had  better  tell  you  how  that  was 
arrived  at. 

Q  Well  I  think  you  have  set  it  out  in  your  brief. 
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A  I  did  the  sequence  first.  Before  getting  these  figures 

from  Ottawa,  I  built  up  that  sequence,  before  I  got  those 
figures  from  Ottawa. 

Q  Does  the  9.04$  net  earnings  as  shown  on  the  Bank  of  Canada 
report  affect  your  judgment  as  to  rate  of  return  at  all 
that  should  be  paid  to  Madison  or  does  it  not? 

A  It  affects  my  judgment  greatly  because  if  the  average 

commercial  earnings  of  companies  that  are  included  in  that 
list  is  9.04,  my  judgment  must  be  very  largely  based  on  the 
performance  of  industry  as  a  whole. 

Q  And  if  the  answer  had  been  in  the  Bank  of  Canada  statistics 
that  the  net  earnings,  instead  of  9.4,  were  5$,  would  not 
that  mean  that  you  would  reduce  the  amount  of  return  you 
re  co  mm  end  ? 

A  Oh  certainly. 


(Go  to  page  3004) 
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Q,  Yes,  certainly  that  is  what  I  am  trying  to  get  at;  now  then 
yon  have  said  that  this  is  not,  this  financial  set-up  of 
Madison  is  not  such  as  to  be  reasonably  the  subject  of  a  bond 
issue;  now  assuming  that  the  oapital  is  being  raised  to  put 

t 

in  this  gathering  system  and  the  whole  installation  necessary 
to  deliver  gas  to  Madison  and  keeping  in  mind  throughout  this 
that  Madison  is  purely  a  transportation  company,  you  understand 
that,  it  is  purely  a  transportation  company,  -  now  then  do  you 
say  that  in  the  initial  financing  scheme,  assuming  that  you 
are  going  to  build  this  new,  that  it  would  not  be  a  proper, 
that  financing  by  a  bond  issue  or  let  us  say  half  of  the  money 
required,  would  be  improper  ? 

proper 

A  Definitely  in  my  judgment  it  would  not  be/but  that  need  not  be 
a  complete  answer.  I  am  not  suggesting  that  it  could  not  be 
done. 

Q,  No.  Now  you  soy  that  some  of  the  reasons  for  that  or  one  of 

the  reasons  is  the  uncertainty  of  the  future,  one  of  the  reas¬ 
ons  ? 

A  That  is  one  reason. 

Q,  And  you  say  that  should  the  field  peter  out  ahead  of  the  esti¬ 
mated  life,  now  I  think  you  mentioned  yesterday  before  you 
recommend  a  gold  mine  you  have  your  engineers  look  into  it? 

A  Yes. 

Q  Now  this  Board  has  had  eminent  engineers  looking  this  and  this 
Board  has  had  engineering  advice  upon  which  it  may  reasonably 
come  to  a  conclusion  that  there  is  a  minimum  of  so  much  re- 

9 

coverable,  marketable  gas,  so  possibly  we  can  eliminate  that; 
in  other  words  this  Board  has  taken  the  same  precautions  that 
you,  as  an  investment  broker,  take  in  connection  with  the 
mining  industry; 
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Now  tho  next:  that  adjacent  fields  as  close  or  closer 
to  Calgary  may  develop,  such  as  Jumping  Pound;  you  realise  that 
in  order  to  make  Jumping  Pound  gas  available  to  Calgary  it  would 
mean  the  installation  of  pipe  lines,  gathering  lines  and  all  the 
other  installations  necessary  to  delivering  dry  gas  to  tho  city 
of  Calgary,  have  you  any  idea  of  whether,  for  instance,  from 
Jumping  Pound  it  could  bo  dope  any  choapcr  than  the  existing 
installed,  installed  gathering  system,  a  groat  doal  of  which  is 
alroady  subject  to  an  accrued  depreciation,  hove  you  any  engin¬ 
eering  advice  on  that  ? 

w 

A  No,  no,  but  I  have  been  told. 

Q,  Or  the  Princess  field  ? 

A  Yes,  we  have  been  advised  that  it  would  be  possible. 

Q,  It  is  possible  ? 

A  Yes. 

Q,  Now  you  speak  of  a  new  and  cheaper  fuel  being  developed,  you 
are  not  thinking  of  the  atomic  energy  I  suppose  ? 

A  No,  I  think  I  wrote  that  before  the  atomic  bomb  and  I  did  not 
have  any  advance  information  on  it. 

Q.  Has  it  occurred  to  you  that  new  uses  may  be  found  for  natural 
gas  which  will  put  its  price  up  considerably  ? 

A  I  think,  Mr.  Blanchard,  you  are  talking  about  something  now 
that  I  would  toko  advice  on,  I  dc  not  even  know, 

Q,  No,  but  you  have  given  reasons  and  I  ask  you  if  you  have 
taken  other  things  into  consideration  ? 

A  Well  that  was  the  situation  as  I  was  advised  on  and  certainly 
quite  opart  from  those  reasons  there  and  other  reasons,  - 
certainly  we  would  insist  on  other  things  generally  speaking. 
There  are  others  which  might  or  might  not  do  it,  I  do  not  know, 

I  cannot  answer  for  them. 
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Q,  You  mentioned  social  changes  which  might  have  the  effect  of 
creating  a  shift  in  population  ? 

A  Yes. 

1  Well  that  would  be  injurious  to  a  great  many  other  typos  of 
shares,  the  Canadian  Pacific  Railway  for  instance,  would  it 
not,  Canada  Cement  -  - 

A  Oh  yes. 

Q,  A  tremendous  lot  of  those  678  companies  would  be  affected  by 
a  shift  in  population  ?' 

A  Unless  the  C.  P.  R.  built  a  better  town  at  Okotoks  or  something 
like  that, 

Q,  Bo  you  know  that  there  are  a  thousand  now  houses  in  the  course 
of  construction  in  Calgary  today.? 

A  I  am  glad  to  hear  it,  you  certainly  need  it. 

Q,  Yes,  we  do.  Now  I  just  want  to  put  one  other  thing  to  you, 

from  on  investing  banker’s  standpoint,  an  investors  banker’s 
standpoint,  there  are  two  main  considerations  as  affecting  his 
opinion  of  the  value  of  a  security,  first,  the  assurance  that 
there  will  not  be  loss  of  capital  or  undue  depreciation  in 
capital,  and  the  second  is,  its  earning  power,  those  are  the 
two  things,  are  they  not  ? 

A  Yes. 

Q  Now  then  in  industry  you  have  the  hazard  of  loss  of  markets 

through  tariff s , competition,  technological  changes  and  so 

on,  that  is  true  is  it  not  ? 

A  That  is  true, 

Q.  Now  in  Madison,  what  hazards  have  you,  just  those  you  have  men¬ 
tioned  ? 

A  Yes,  just  exactly  as  I  have  put  it  there. 

Q,  All  right.  Now  than  its  earning  powers,  hare  you  have  a  market 
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that  cannot  bo  affoctod  by  tariff,  although  it  might  bo  shared 
at  some  time  by  competitors,  that  is  the  situation  is  it  not  ? 
Would  you  repeat  that  ? 

I  say  that  here  you  have  a  market  that  cannot  be  affected  by 
tariffs,  -  it  may  bo  shared  by  others  as  a  result  of  other 
fields  coming  in,  -  now  then  having  regard  to  all  those  things 
and  the  hazards  which  relate  to  other  companies,  would  you  not 
say  that  Madison  was  a  fairly  desirable  security  for  someone 
to  hold  ? 

No  I  cannot  change  my  mind  on  that. 

DIR.  BLANCHARD:  All  right.  I  do  not  think  there  is  any¬ 

thing  else,  thank  you  very  much# 

DR.  BOOMER:  Mr.  Baker,  do  you  think  that  the  Canadian 

Western  Natural  Gas  Light,  Heat  &  Power  Company  securities  are 
desirable  ? 

I  have  never  thought  so. 

Do  you  know  ? 

But  I  am  learning  a  lot  more  about  it. 

Do  you  know  what  the  6%  preferred  are  worth  ? 

Oh  well,  probably  around  the  call  price. 

No,  thoy  are  quoted  at  a  premium,  if  you  can  find  them;  how 
about  North  Western  Utilities  in  Edmonton,  do  you  know  anything 
about  them  ? 

Yes,  a  little. 

Do  you  know  what  their  securities  aro  worth,  whether  at  a 
premium  or  less  than  par  ? 

Oh  they  would  be  at  a  premium  too. 

Do  you  know  what  the  4 -§$>  bonds  are,  19  59  ? 

4 you  say  around  1959,  are  they  around  4-|-  and  5. 
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MR.  HARVIE:  I  cannot  hear,  I  am  sorry. 

DR.  BOOMER:  The  North  Western  Utilities  own  a  gas  field 

and  pipe  line  and  distribution  system  in  the  City  of  Edmonton, 

They  hove  only  the  one  gas  field  -  - 

MR.  CHAMBERS:  They  have  only  the  one  what  ? 

DR.  BOOMER:  Essentially  only  one  gas  field,  the  Viking- 

Consolidated  which  is  120  miles  from  Edmonton  roughly;  the  life 

of  the  field  as  far  as  Edmonton  is  concerned,  the  source  of 

greater 

supply  for  Edmonton,  is  probably/than  the  life  of  Turner  Valley 
so  far  as  the  Calgary  market  is  concerned;  it  is  not  impossible 
that  other  sources  of  gas  may  be  discovered  closer  to  Edmonton 
than  the  Viking  Consolidated;  the  risk  of  that  happening  is  of 
the  same  order  os  the  risk  of  it  happening  in  Calgary;  if  we 
turn  to  Canadian  Western  Natural  Gas  they  own,  with  due  defer¬ 
ence  to  Mr.  Steer,  negligible  quantities  of  natural  gas. 

MR.  STEER:  And  North  Western  owns  all  its  natural  gas. 

DR.  BOCMER:  I  put  that  in  before,  Mr.  Steer.  I  should 

say  that  Viking  Consolidated  is  some  200  odd  miles  from  hare  ? 
From  here. 

From  here,  but  it  is  only  120  miles  from  Edmonton  ? 

Oh  I  see. 

Canadian  Western  depends  upon  buying  gas  from  Madison  and  at 

.  i 

the  moment  -  - 

Would  you  mind  repeating  that,  they  buy  from  Madison  ? 

Canadian  Western  buys  gas,  natural  gas  from  Madison  Natural  Gas, 
end  I  think  always  will. . 

MR.  CHAMBERS :  Is  that  hearsay  ? 

DR.  BOOMER:  I  will  put  it  this  way,  they  will  always 

use  Turner  Valley  gas  so  long  as  such  gas  is  available  and,  as 
has  been  pointed  out  to  you,  Madison  has  a  monopoly  in  Turner 
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Valley  on  tho  sourcesof  supply,  substantially  a  monopoly,  - 
will  you  express  an  opinion  as  to  tho  relative  risks  in  the 
securities  of  Madison,  Canadian  Western  and  North  Western 

Utilities  ? 

i 

No.  I  would  if  I  had  an  opportunity  of  examining  them  end  com¬ 
paring  the  relative  values  but  I  have  not  had  an  opportunity 
of  doing  that*  I  nay  say  that  tho  opinion  I  have  expressed 
is  based  on  engineering  advices  which  I  received.  Now  if,  os 
you  say,  the  situation  is  <just  as  you  have  put  it,  it  might 
be  quite  interesting  to  look  into  the  three  of  them  to  see 
what  the  relative  values  are  but  I  do  not  know  them. 

Supposing  I  told  you  or  let  us  assume  that  tho  risk  of  Madison 
losing  its  source  of  supply  and  its  market  is  no  different 
from  the  risk  of  Canadian  Western  losing  its  source  of  supply 
or  its  market,  and  bearing  in  mind  that  one  is  a  transportation 
and  distributing  company  and  the  other  is  a  transportation  and 
processing  company,  would  there  be  any  difference  in  the  risk 
of  an  investment  in  the  two  companies  ? 

Well  assuming  that  you  know  what  you  are  talking  about  -  - 
We  will  assume  that  the  risk  is  the  same. 

And  putting  it  the  way  you  have  it  is  conceivable  that  I  might 
change  my  opinion  after  investigating  the  situation  as  you 
pointed  it  out,  and  the  Madison  situation,  quite  conceivable 
that  I  could  change  my  opinion  as  to  the  hazards*  The  hazard 
is,  -  the  only  explanation  of  my  opinion  is  right  there  and  I 
have  given  you  my  reasons  for  putting  it  that  way. 

Your  opinion  therefore  is  based  upon  information  given  to  you 
by  your  own  engineers  ? 

Yes. 

It  is  not  based  on  the  engineering  reports  that  have  been  placed 
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before  this  Board  ? 

A  ■  Well,  oh,  that  is  possible,  I  would  not  know,  yes. 

Q,  Your  engineer  may  have  had  access  to  all  the  engineering  infor¬ 
mation  which  has  been  at  our  disposal  ? 

A  Well  ho  nay  have  or  he  nay  not  have. 

Q,  Is  ha  experienced  in  the  gas  business  ? 

A  No,  he  nay  know  something  about  it  but  ho  is  not  a  petroleum 
engineer. 


(  Go  to  Page  3011  ) 
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Q,  Mr.  McDonald  pu.t  before  yoa  a  hypothetical  operation  whereby 
Royalite  bought  a  thousand  dollars  in  each  of  678  companies 
in  Canada  and  I  believe  you  told  Mr.  McDonald  they  would 
get,  the  Royalite  would  get,  9.04$  on  that  $678,000.00  if 
they  bought  $>1,000.00  oach  of  these  678  companies  ? 

A  And  he  said,  provided  they  paid  out  all  their  net  earnings, 

Q,  Well  is  it  not  also  true  - 

A  Did  you  not  also  say  that  Mr.  McDonald  ? 

MR.  MCDONALD:  Yes,  that  is  right. 

Q,  DR.  BOOMER:  Is  it  not  also  true  that  there  is  an 

assumption  that  Royalite  could  buy  a  thousand  dollars  worth 
of  book  values  in  each  of  those  companies  for  $1,000.00  cash  ? 

A  Will  you  repeat  that  please  ? 

Q  These  companies  paid  9.04  on  their  book  value.  In  order  for 

Royalite  to  get  that  for  the  $678,000.00  they  would  have  to 
be  able  to  buy  in  the  open  market  $1,000.00  book  value  for 
$1,000.00  cash  ? 

A  I  am  afraid  I  do  not  follow  you.  Could  you  put  it  another 
way. 

for 

Q,  What  price  would  they  have  to  pay/$l,  000. 00  worth  of  book 
value  in  the  average  of  these  678  companies  ? 

A  I  cannot  answer  that.  I  have  never  seen  it  tried, 

Q,  Would  it  be  greater  or  less  than  $1,000.00  ? 

A  Wall  I  will  leave  that  to  you.  I  have  never  seen  the  oper¬ 

ation  tried.  I  have  never  heard  of  the  operation. 

Q,  What  is  the  relation  of  book  value  to  the  market  value  of 
securities  ? 

A  There  is  no  true  relationship,  it  varies, 

Q,  What  is  the  average  for  those  678  companies  ? 

A  I  did  not  figure  it  out. 
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Would  it  bo  two  to  one  ? 

I  can  give  you  instancos  of  six  to  one,  seven  to  one. 

THE  CHAIRMAN :  What  is  the  controlling  factor.  The 

dividend  is  it  not  with  relation  to  the  price  of  money  ? 

That  varies  considerably  also. 

But  it  is  the  controlling  factor  is  it  not  ? 

The  amount  of  money  they  pay  out  by  way  of  cash  dividends 
certa inly. 

DR.  BOOMER:  In  Exhibit  110,  this  is  your  submission. 

You  set  forth  the  analogy  of  Royalite  acting  as  a  banker*  You 
suggest  that  the  banking  service  that  Royalite  will  give 
both  purchasing  agent  and  custodian  for  the  consumer  ? 

That  is  right* 

As  a  banker  could  Royalite  also  not  act  as  safety  vault  for 
the  producer  ? 

Yes  sir* 

It  is  equally  possible  that  Royalite  might  store  the  producers1 
gas  until  a  market  becomes  available  and  charge  the  producor 
rent  for  those  storage  facilities  ? 

That  is  I  understand  the  idea  that  they  handle  the  producer 
os  well  as  their  own  and  look  after  the  consumer* 

No,  Royalite  in  this  proposition  pay  the  producer,  but  I  am 
suggesting  they  do  not  pay  the  producer  but  offer  storage 
facilities  to  the  producer  so  the  producer  retains  title  Just 
as  you  retain  title  to  the  stocks  and  bonds  you  put  in  your 
safety  deposit  box  and  you  pay  rent  for  the  privilege  ? 

That  is  a  matter  for  Royalite  to  decide. 

Royalite  and  the  producer.  Bid  you  give  any  thought  to  that 
in  prop. ring  this  ?  ? 

No,  frankly  I  did  not. 
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Q,  You  approached  the  problem  purely  from  the  proposition 
that  Royalite  buy  and  sell  that  gas  ? 

A  Purely.  I  was  not  advised  of  any  alternative. 

Q,  THE  CHAIRMAN:  Mr.  Baker,  Mr.  McDonald  asked  you  a 

question  and  you  felt  you  were  not  qualified  to  answer  it.  I 
am  going  to  reduce  it  to  a  simple  arithmetic  problem.  Assume 
a  company  had  a  book  value,  having  a  book  value  on  the  31st 
December  1942  of  $1,000.00,  simple  figures,  earning  9%  per 
annum  on  that  book  value  of  $1,000.00  ? 

A  Yes . 

Q,  On  the  1st  of  January  that  Company  is  declared  to  be  and 

becomes  a  public  utility.  It  invites  a  Board  to  value  its 
property  on  the  basis  of  reproduction  new  less  observed  de¬ 
preciation  and  the  resultant  figure  is  $2,000.00  because  of 
the  book  value  having  gone  down  through  depreciation,  the 
valuation  figure  having  gone  up  through  inflated  values, 
then  the  Board  is  invited  to  allow  that  Company  9 $  per  annum 
on  its  valuation.  That  represents  an  income  of  $180.00  or 
18 °]o  per  annum  on  its  book  valuo.  Now  it  was  declared  to  be 
a  public  utility  in  the  public  interest.  Would  any  Board 
be  justified  in  allowing  such  a  rate  ? 

A  Well  putting  it  that  way  I  would  say  no. 

Q,  Now  let  me  put  the  converse  to  you.  Again  assume  a  book 
value  of  $1,000.00,  but  this  valuation  was  made  shall  we 
say  in  1933  when  we  had  severe  deflation.  The  resultant 
value  is  $500.00  and  the  Board  allowed  them  9<fo  per  annum. 
Their  income  would  be  $45.00  or  4.5 $  on  their  book  value* 

I  think  you  would  say  that  would  not  be  fair  either,  would 
you  ? 

A  Well  if  you  say  that  this  $1,000.00  you  speak  of,  if  that 
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is  the  true  comparison,  and  thore  is  no  qualification  of  it 
that  takes  place  just  like  that  without  services  and  without 
at  all  contributing  factors  as  you  say  just  in  cold  figures, 
it  does  strike  me  as  being  something  that  might  be  challenged. 
Q,  That  is  right.  Then  go  back  to  my  original  example.  The 
public  are  not  only  paying  18$  on  book  value  but  they  are 
also  paying  in  their  service  charge  depreciation  on  $1,000.00 
of  inflation  caused  by  a  rise  in  prices.  I  am  leading  to 
something  else,  Mr.  Baker,  and  I  am  sure  you  will  agree  that 
is  not  altogether  fair. 

A  Well  Mr.  Chairman,  is  it  fair  for  me  to  say  that  you  are 

talking  now  of  an  accounting  set-up  and  it  is  an  accounting 
* 

set-up  which  may  have  justifiable  entries  that  may  seem 
minor  factors  in  arriving  at  the  answer  and  yet  are  very 
important . 

Q  That  is  quite  true. 

A  When  you  ask  me  that,  I  am  not  an  accountant. 

Q,  I  quite  agree  with  what  you  are  saying  and  it  leads  me  to  my 

i 

last  question.  When  you  are  attempting  to  fix  a  rate  of  re¬ 
turn  for  a  public  utility  is  it  not  the  case  that  you  cannot, 
no  one  can,  express  a  dogmatic  view  of  nine,  or  eight,  seven, 
six  or  five,  but  that  there  are  many,  many  factors  to  be 
taken  into  consideration  before  you  can  roach  a  just  con¬ 
clusion.  Would  you  agree  with  me  on  that  ? 

A  I  most  decidedly  would  agree  with  you,  most  decidedly. 

Q,  Thank  you  very  much  Mr.  Baker. 

Q,  MR.  CHAMBERS:  May  I  ask  one  question  arising  out  of 

that  ? 

THE  CHAIRMAN:  Yea. 

Q,  MR.  CHAMBERS:  Assuming  Mr.  Baker,  that  this  property 
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that  we  are  talking  about  instead  of  being  devoted  to  the 
public  service  by  reason  of  this  Act  which  has  just  passed, 
that  it  *  wo s  expropriated,  taken  away,  say  the  Government 
was  going  to  run  it  and  passed  an  Act  expropriating  it,  and 
the  Royalite  Company  or  the  Madison  Company  or  whoever  owned 
it  was  able  to  induce  the  Board  or  the  Court  that  the  fair 
value  of  that  property  was  its  reproduction  cost  new  at  pres¬ 
ent  day  prices,  less  depreciation  and  the  Government  paid 
that  money  to  Madison  or  to  Royalite  whichever  was  the  owner. 
Am  I  right  in  this  that  that  money  would  earn  in  business 

< 

throughout  Canada  9.04 ,$  on  the  average.  Is  that  a  fair  con¬ 
clusion  ? 

In  their  own  business. 

Assuming  that  they  were  representing  business  ? 

< 

If  that  money  were  paid  bock  into  the  company  they  should  be 
capable  of  earning  9.04$.  That  is  my  argument. 

(At  this  time  a  short  adjournment  was  taken) 


MR.  HARVIE:  We  are  ready  with  Mr.  Donellan. 

Mr.  Chairman,  our  submission  in  Volume  2,  Capital  Expendi¬ 
tures  and  Appraised  Valuations,  dated  February  15th,  1945, 
has  been  filed  with  the  Board  for  some  time  and  has  already 
been  marked  as  Exhibit  102  in  Mr.  TeisT  evidence.  He  dealt 
with  only  from  Page  30  to  completion.  Mr.  Donellan  will  now 
present  the  balance  of  the  report.  I  might  just  point  out 
at  this  stage  that  the  figures  obtained  in  this  report  in¬ 
cluded  a  great  many  estimates  such  as  feet  of  piping,  as  at 
that  time  15th  February.  We  later  filed  a  Supplement,  Vol¬ 
ume  1  and  2  to  Volume  2  which  brought  those  figures  up  to 
date. 
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THE  CHAIRMAN:  That  is  dated  15th  April  1945  ? 

MR.  HARVIE:  Yes  sir,  with  the  result  that  there  is  a 

lot  from  Volume  2  that  has  to  be  discarded. 

ROBERT  DQNELLAN,  (already  sworn)  examined 
by  Mr.  Harvie,  testified: 

Q,  If  you  will  be  good  enough,  Mr.  Donellan,  you  have  been  sworn 
and  given  your  qualifications,  proceed  by  reading  your  sub¬ 
mission  in  Volume  2,  Exhibit  102. 

A  Volume  2,  February  15th,  1945,  Statement  of  Capital  Expendi¬ 
tures  and  Appraised  Valuations  and  Working  Capital,  intro¬ 
duction. 


THE 

CHAIRMAN : 

Exhibit  102  ? 

t 

MR. 

CHAMBERS : 

I  do  not  appear  to  have  it  in  my  copy. 

MR. 

HARVIE: 

We  filed  an  introductory  letter  to  the 

Board  which  has  not  been  completely  distributed.  I  will  see 
that  you  get  that.  I  do  not  know  whether  the  Board  has  a 
copy  of  this  Exhibit. 

THE  CHAIRMAN:  Oh  yes  I  have  had  copies  for  my  file 

of  the  letter  of  transmittal. 

4 

MR.  RIRVIE:  I  have  taken  a  copy  for  the  Court  Re¬ 

porters  and  given  them  a  copy. 


(  Go  to  Page  3017  ) 


—  \J  m% 


v.  • 


.1.  XJ 


J.  J. 


.  v.  .. 

j  v , 


T 


-  7  ": 


)  , 


H-2-1  11*35  e.m. 


Robert  Done  Urn, 

Dir.  Excm.by  Mr.  Farvie* 


-  3017  - 


MR.BL/NCE/RD: 


TFE  CF/IRM/N: 


Is  this  now  part  of  Exhibit  102? 
I  have  not  arranged  thet  yet,  Mr 


Blanchard.  Do  you  went  to  make  your  supplement  e  pert  of 
Exhibit  102,  Mr.  Farvie? 

MR.  F/rvie:  I  think:  it  will  simplify  it, 

Exhibit  102/  or  pert  of  102. 

TFE  CF/  IRMAN:  We  will  call  it  1021. 


MR.  F/RVIE: 


It  will  make  it  easier  to  identify. 


TFE  CF/. IRM/N :  Just  let  us  clear  it  up,  Mr.  Farvie 

That  which  we  are  about  to  cell  102/ ,  I  take  it,  contains 
all  that  you  intend  to  use  of  102  plus  oertain  additions 
being  matters  brought  down  to  drte. 

MR.  F/RVIE:  Supplement  1  to  Volume  2,  brings 

it  ud  to  date,  all  the  information  contained  in  102. 


TFE  CF/IFM'N: 
MR  .VI  RVIE : 

MR.  CF/MBERS: 
TFE  CH/IRM/N: 


THE  CF/irman: 


INTRODUCTION: 


/nd  some  of  102  will  be  discarded* 
Yes. 

/nd  you  are  cr  lling  it  Exhibit  102/,? 

Yes,  Exhibit  102/. 

LETTER  OF  TR*  NS  MITT/ L  OF  VOLUME  2, 
FEBRU/RY  15th,  1945,  STATEMENT  OF 
C/ PIT;, L  EXPENDITURES,  /FPR'IS/L 
V.  LUM  riONB  /ND  WORKING  C/PIT/L  and 
SUPPLEMENT  NO.  1  to  VOLUME  2,  dated 
/PHIL  15th,  1945,  SUMMARY  OF  Ci  PITAL 
EXPENDITURES  XND  APPRAISED  VZLU/TIONB 
NOW  MARKED  A3  EXHIBIT  102-/. 

All  right,  Mr  .Done llan. 


The  following  introductory  comments  are  submitted  in 
connection  with  the  several  statements  contained  herein,  being 
Volume  2,  submitted  to  the  Natural  Gas  Utilities  Board.  The 
statements  include  t^e  valuation  of  plant  and  equipment 
built  for,  o>r  to  be  transferred  to,  the  British  Zmerioan  Gas 
Utilities  Limited  under  the  following  three  categories;- 
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(a)  Capital  Expenditures. 

(b)  Appraised  Valuations. 

(c)  Working  Capital. 

Tbe  summary  on  Page  1  shows  a  total  value  of  $893,121.07 
for  pipe  lines,  plant,  equipment,  etc.  end  consists  of:- 

(s )  Actual  expenditures  to  February  15th,  1945,  as  shown 
on  q  chedule  11  A"  . 

That,  I  might  say,  is  page  2,  to  facilitate  reference. 

(b)  Estimated  items  of  work  in  process  and  known  future 
expenditures  as  of  February  15th,  •  as  shown  on 
Schedule  T,Bn. 

Schedule  T’BM  will  be  found  on  page  13. 

At  the  time  of  preparing  the  statements  construction 
was  not  completed.  Those  items  which  had  been  finalized  are 
shown  on  Schedule  "An  and  work  in  process  was  included  in 


Schedule  "B”. 

In  connection  with  the  particular  items: 

(1)  Low?  pressure  gas  gathering  and  discharge  lines 
to  field  compressor  station 

(2)  Low;  oressur^  gas  field  compressor  station 

(3)  High  pressure  lino  from  absorption  Plant  to 
Madison  Scrubbing  Plant 

(4)  High  pressure  station  and  repressure  system 


$127,110. 79 
143,484.88 


213,740.90 

219,399.71 


These  items  represent  the  cost  of  constructing  plant  end 
equipment  authorized  under  Order  No.  1,  issued  by  the  liatural 
Ges  Utilities  Board,  19th  June,  1944,  end  subsequent  additions. 
An  anelysis  of  the  various  items  covered  by  the  above  amounts 
Is  given  on  detailed  Schedules,  Pages  2  to  23  inclusive. 

These  supporting  schedules  show  a  breakdown  of  the  major 
items  of  expense,  i.e.,  cost  of  pipe,  cost  of  laying  pipe, 
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meters,  compressors,  etc.  Most  of  the  items  are  self-explanatory 
but  one  or  two  call  for  special  comment,  namely: - 
Freight, Duty  and  Cartage: 

These  are  the  cost  of  these  various  items  of  expense 
applicable  to  the  material  shown  on  each  schedule.  In 
connection  with  tMs  cost,  submission  was  made  to  the 
Department  of  National  Revenue  and  advantage  t^ken  to 
bring  importation  of  equipment  under  the  Wartime  Regulations 
es  a  result  of  which  refunds  of  duty,  war  exchange  tax  end 
sales  tax  were  secured  in  the  amount  of  $72,143.60. 

Payrolls : 

The  amount  for  Payroll  shows  the  actual  direct  charges 
for  labour  incurred  in  connection  with  the  items  shown 
on  the  schedule  concerned. 

I  might  interject  that  is  British  American  Oil  Company  payrolls 
only.  It  does  not  include  any  payroll  labour  of  contractors 
or  subcontractors. 

Field  Supervision  Expense: 

•  This  item  covers  expenses  only  of  the  Field  Supervisors 
direotly  concerned  with  the  particular  item  involved. 

Engineer1 s  Expenses: 

Statements  when  prepared  showed  a  classification  "Engineer’s 
Expenses.”  This  is  incorrect  terminology.  The  item  actually 
covers  Construction  Foreman’s  Expenses,  that  is,  the 
expenses  of  the  Foreman  who  was  employed  solely  for  super¬ 
vising  the  construction  work. 

We  thought  it  better  to  give  the  over-all  correction  than  to 
attempt  to  go  through  a  detailed  statement. 
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General  Administration  10$: 

In  each  schedule  there  has  been  an  addition  of  an 
over-all  charge  of  10$  representing  the  charge  made 
by  The  British  .American  Oil  Company  Limited  for  ser¬ 
vices  in  connection  with  the  project.  These  services 
cover  the  purchasing  of  supolies  and  material,  legal, 
accounting  and  audit  services,  and  a  proportionate 
pert  of  the  Company’s  general  overhead  expenditure. 
This  over-all  charge  of  10$  is  in  accordance,  with 
the  Company’s  policy  with  regard  to  similar  projects 
where  construction  work  is  undertaken  and  is  a  normal 
and  proper  charge  to  construction  costs. 

Automotive  Equipment  $4,041*99; 

Used  in  the  Utilities  operation  are  three  trucks  and  a 
trailer  which  are  being  transferred  to  the  Utilities 
Company  at  cost  less  depreciation  as  indiccted  on  Prge 
24. 

Office  Equipment  &747.3Q; 

The  schedule  on  Page  25  gives  details  of  the  cost  of 
additional  office  equipment  purchased  for  the  use  of 
the  Utilities  Company  to  be  transferred. 

This  is  additional  equipment  which  had  to  be  purchased  for 

full  time  use  of  the  Utilities  staff. 


We  ter  System  $50,050.23: 

Pa.ges  26  end  27  give  the  basis  of  valuation  at  which 
this  equipment  is  to  be  transferred  to  the  British  American 
Gas  Utilities  Company.  The  same  principle  of  valuation 
was  followed  for  this  asset  as  used  in  the  valuation 
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of  the  gas  gathering  system.  It  was  built  up  from  the 
records  in  the  books  of  The  British  .American  Oil  Company. 

It  follows  the  same  principle  of  depreciation  used  in  Mr.  Teis 
Report . 

Existing  Gas  Gathering  Lines  $154 , 545. 27 : 

This  item  represents  the  value  of  the  gas  gathering 
lines  actually  installed  which  The  British  .American  Oil 
Company  Limited  is  transferring  to  the  British  .American 
Gas  Utilities  Li  ited.  In  order  to  determine  a  fair 
and  proper  valuation  for  these  lines  Mr.  K.  R.  Teis 
made  an  appraisal  on  the  basis  of  replacement  cost  less 
observed  depreciation  of  the  equipment.  A  copy  of  Mr. 
Teis’  Report  and  his  summer! 2ed  schedules  are  included 
on  Pages  28  to  40. 

I  might  mention  for  all  concerned  that  a  gap  was  left  there. 
There  is  no  r'go  40.  Do  not  think  there  is  a  mistake  about 
it.  We  got  our  wires  crossed  when  figuring  out  the  pages  that 
Mr. Teis1  Report  was  going  to  occupy.  It  is  not  an  error. 
Then  follows  the  summary  on  Page  1,  and  the  following  are 
detailed  schedules,  and  with  pur  permission  . I  propose  to 
go  to  Supplement  1  of  Volume  2. 

THE  CHAIRMAN:  That  is  part  of  Exhibit  102AV 

A  Yes. 

THE  CHAIRMAN:  All  right. 

A  INTRODUCTION: 

The  following  introductory  remarks  are  presented 
herewith  with  regard  to  statements  contained  in  Supplement  1 
of  Volume  2. 

At  the  time  of  filing  Volume  2  certain  work  was 
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incomplete.  A  test  operation  was  made  and,  as  a  result  of 
this  test,  additional  equipment  including  such  items  as 
heaters  was  found  to  be  necessary  for  the  efficient  operation 
of  the  plant.  On  completion  of  the  statements  of  capital 
expenditure,  it  was  found  that  errors  and  omissions  had  been 
made  and  also  that  there  had  been  considerable  delay  in 
receiving  and  approving  some  invoices  for  payment  in  respect 
of  work  which  had  been  done  earlier.  After  the  plant  had  been 
in  operation  it  was  possible  to  estimate  future  expenditures 
which  would  be  necessary.  Supplement  1  of  Volume  2  has  been 
prepared  to  include  corrections  and  additions  for  the  above 

i 

mentioned  items  and  is  submitted  herewith* 

A  summary  of  actual  capital  expenditures  to  March 
31st,  1945,  together  with  an  estimate  of  future  capitel 
expenditures,  end  a  charge  for  interest  during  construction, 
(Page  1  of  this  Volume)  now  shows  a  total  of  $972,832.40. 

In  connection  with  the  items  included  in  Supplement 
1,  Volume  2,  the  following  comments  are  submitted 

.Adjustment  of  appraised  valuations  -  Credit  $>3,111.74  -  Page  1: 

When  checking  the  detail  of  values  shown  in  Mr. 

Teis’  appraisal  of  the  high  pressure  gas  gathering  lines,  it 
was  found  that  wrong  information  had  been  supplied  to  Mr.Teis 
in  connection  with  the  cost  of  installing  2”,  3rt  and  3iTt 
pipe.  Allowance  was,  therefore,  made  correcting  his  appraisal 
value  accordingly.  Details  of  the  reduction  in  value  of 
$534.88  will  be  found  on  Page  3. 


Water  System: 

It  was  discovered  that  errors  had  arisen  in  con¬ 
nection  with  the  water  system  as  shown  in  Volume  2.  The 
intention  was  to  value  the  water  system  on  the  same  basis 
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of  valuation  as  used  by  Mr.  Teis  when  valuing  the  high  pressure 
gas  gathering  lines.  Since  Mr.  1  e  i  s  T  report  w  as  used  as  the 
basis,  there  is  a  corresponding  reduction  in  respect  of  the 
installation  cost  of  2" ,  3M  and  3|rn  pipe  to  be  made.  The 
amount  of  this  adjustment  is  indicated  on  Ppges  4  and  5, 

$1, 777.99. 

Highwood-Ssrcee: 

An  item  of  cost  of  pipe  line  to  Highwood -Sarcee 
amounting  to  $3,296.45  was  incorrectly  shown  on  Page  2 7  of 
Volume  2.  The  amount  has  now  been  deleted  as  the  line  is 
no  longer  used  in  this  service* 

■Admini  stration ; 

With  regard  to  administration  charges,  in  order  to 
maintain  a  .uniform  basis  of  valuation  of  the  Teis  appraisal, 
an  addition  of  10 fo  administration  has  been  included.  The  net 
result  of  these  adjustments  is  a  reduction  of  $2,576.86  in 
the  valuation  of  the  water  system.. 

Expenditures  from  Eefo  ruary  16,  1945  to  March  31,  1945  - 

Schedule  h  Page  6 

Details  of  the  items  included  in  this  amount  are 
given  in  the  sunporting  statements  to  Schedule  ”B".  The 
increesse  of  $21,8  35.60  over  the  amount  of  $42,233.35  shown 
on  Page  13,  Volume  2,  is  accounted  for  as  follows;- 

(a)  Cost  of  heaters,  additional  valves, 

meters,  etc.  proved  to  be  necessary  $  16,000.00 

(b)  Inclusion  of  items  for  work:  previously  in¬ 
curred,  acoounts  for  whioh  had  not  been 
passed  for  payment  at  the  time  of  preparing 

Volume  2  7,300.00 
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(c)  Adjustment  of  charges  for  the  months  of 
September  and  November  which  had  been 
omitted  from  the  statement  previously 
filed 

Total 

Less  items  included  In  Schedule  ,  Volume 
2,  for  uncompleted  work  end  10,1  administration 


$  8,000,00 

$33, 300*00 


11,300.00 
$22  ,000.00 


(Go  To  Page  -  3025  ) 
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Estimated  Future  Expenditures  $52,151,00: 

Details  of  the  items  included  in' the  amount  of  $32,151.00 
are  given  in  schedules  on  Pages  18-21.  A  summary  of  the  items 
is  a  s  fo  llow  s  :  - 

Expenditures  still  to  be  made  in  respect  of 

rights  of  way  .  $3,450.00 

Estimated  cost  of  laying  pipe  under  authority 
of  Board’s  Order  No.  13  2,500.00 

Estimated  cost  of  changing  fuel  gas  scrubber  2,500.00 

Estimated  amount  of  Accounts  payable  in  re¬ 
spect  of  work  in  process  10,778.00 

Contingencies  10,000 , 00 

29,228.00 

General  and  administration  expenses  _ 2 , 923 . 00 

$32,151.00 

Interest  on  Capital  Disbursements  $28,856.47 

In  accordance  with  standard  public  utility  procedure, 
interest  on  cap ita  1  duri ng  construction  has  been  calculated 
and  included  as  an  item  of  the  cost  of  construction.  Con¬ 
struction  work  commenced  in  June,  1944,  and  was  completed 
by  March  1st,  1945.  Total  disbursements  in  connection  with 
new  capital  expenditures,  to  this  date,  amount  to  $728,653.85. 

Interest  on  this  amount  at  9j%  net  (15.83%  gross  less 
Income  Tax  40%)  has  been  calculated  on  50%  of  this  amount 
for  the  six  months  ending  December  31st,  1944,  or  $28,836.47, 
Details  of  this  computation  are  given  on  Page  22.  Advantage 
was  t-aken  in  8 11  cases  of  cash  and  trade  discounts  in  respect 
of  charges  during  construction. 

Selvage  Value  ;• 

Salvage  value  has  not  been  taken  into  consideration  in 
this  report.  Our  submission  in  respect  of  the  matter  of 
salvage  value  will  be  dealt  with  when  presenting  our  sub¬ 
mission  in  respect  of  the  estimated  cost  of  operation. 
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Than  follows  on  page  1  a  summary 
of  the  capital  expenditures,  the  first  oolumn  being  the 
amount  brought  forward  from  Schedule  A  of  Volume  2.  The 
second  column  are  the  corrections  which  were  referred  to 
in  the  report,  the  third  column  being  expenditures  from 
February  16th  to  March  31st,  further  details  of  which  are 
given  in  schedule  B,  page  6.  The  next  column  being  future 
expenditures  which  it  is  expected  will  have  to  be  made, 
details  of  which  are  on  page  17.  The  next  column,  interest 
on  capital  disbursements  and  then  the  total  column,  showing 
total  capital  expenditure  of  $972,832.40,  with  the  addition 
of  Item  9,  $20,000  working  capital.  The  rest  of  the  sub- 
».  mission  consists  of  details  supporting  that  summary. 

Q,  I  note  on  page  2,  Item  3,  that  you  refer  to  the  Royalite 
Scrubbing  Plant. 

A  When  these  statements  were  originally  prepared  the  headings 
were  Royalite  Scrubbing  plant  and  unfortunately,  you  will 
find  reference  all  the  way  through  to  it  being  the  Royalite 
Scrubbing  plant.  I  might  call  everybody’s  attention  to  that, 
that  we  mean  Madison’s  Scrubbing  plant.  Would  you  mind 
bearing  that  in  mind  when  we  are  proceeding  during  the 
Hearing.  I  think  in  practically  every  case  the  statements 
which  were  prepared  early  in  the  proceedings,  reference 
was  made  incorrectly  to  the  Royalite  Scrubbing  plant  although 
the  Madison  Scrubbing  Plant  was  intended.  Do  you  wish  to 
have  any  det  ei  Is . 

Q,  I  think  you  might  go  into  pages  1  to  9  and  make  any  comments 
that  occur  to  you  of  an  explanatory  nature  that  might  be 
helpful,  if  any. 

A  page  2  gives  the  supporting  information  of  the  first  column 
of  the  summary  on  page  1,  which  is  summarized  under  Item  1. 
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Low  pressure  gathering  and  discharge  lines  to  field 
compressor  station  in  its  three  parts,  main  line,  lateral 
lines  and  discharge  lines.  Other  details  are  given  on 
pages  3,  4  and  5  coming  down  to  the  actual  material. 

Q,  That  is  pages  3,4  and  5  of  Volume  2. 

A  Yes. 

Q,  Not  2a? 

A  No,  not  2- a.  Then  low  pressure  gas  field  compressor 
station  is  broken  into  its  two  parts,  compressor  and 
comoressor  station. 

Item  No.  3  is  just  another  summary 
of  the  high  pressure  lines  from  the  Absorption  plant  to 
Madison’s  scrubbing  plant.  Then  high  pressure  compressor 

9 

station  and  repressure  system  being  Item  4  breaks  it  down 
into  its  4  component  parts,  compressor,  station,  repressure 
line  from  station  to  Sovereign  junction  and  part  4,  re¬ 
pressure  lines  connecting  pacalta,  Carleton  and  sovereign. 

Item  5  shows  the  detail  of  the 
automotive  equipment.  Item  6,  office  equipment;  Item  7, 
water  system,  appraised  valuation  and  Item  8,  existing 
gas  gathering  lines.  That  schedule  is  just  a  copy  of  the 
one  which  sppears  in  volume  2. 

Page  3  gives  the  detail  of  the 
correction  referred  to  in  the  introductory  comments  of 
$534.88.  I  explained  that  arose  through  Mr.  Teis  being 
given  some  wrong  information  from  our  office  and  the 
Gentry  engineers.  They  did  not  think  that  prices  were 

quoted  in  the  contract  for  those  smaller  diameters  of 

# 

pipe  and  the  superintendent  gave  him  the  figures  offhand. 

It  was  found  later  that  the  prices  were  in  the  contract 
on  page  8  of  the  Gentry  contract  and  this  is  the  necessary 
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correction  to  give  effect  to  it. 

Page  4,  the  top  section  of  the 
Schedule,  shows  the  original  summary  as  per  Volume  2  of  the 
$30,000.00  being  the  value  that  was  put  in  that  statement 
as  the  value  of  the  water  system.  Item  A  referred  to  the 
inclusion  of  the  Hi  £hwood -Sarcee  pipe.  Somebody  in  our 
office  thought  that  was  the  Highwood  River  pipe  end  so  it 
was  taken  out.  Item  B  corrects  the  $1,777.99  and  the 
corresponding  correction  is  similar  to  the  one  that  was 
referred  to  in  the  report.  Item  C  is  the  addition  of 
supervision  and  administrative  charges. 

page  5  gives  a  more  supporting 
detail  of  the  Item  $1,777.99  shown  on  page  number  5. 

Q,  On  Page  6  there  does  not  seem  to  be  any  special  comment. 

A  page  6,  that  is  just  a  summary,  really,  restating  the  three 

columns  of  the  summary  into  the  main  section. 

Q,  On  page  7  I  notice  an  adjustment  shown  there  of  $1,888.51. 

Will  you  explain  that? 

A  That  is  one  of  the  errors  I  was  referring  to  when  the 

original  charges  had  been  made  incorrectly  to  the  account 
involved  in  the  deduction  and  $1,888.51  was  taken  from  the 
field  compressor  station  on  page  7  and  added  to  the  field 
compressor  station  on  page  8.  It  is  a  transfer  as  between 
mein  lines  and  lateral  lines. 

Q,  it  is  a  low  pressure  gathering  line  and  runs  to  the  station 
on  page  8? 

A  Yes. 

Q  Any  further  comments  on  pages  8  and  9? 

A  There  are  footnotes  there  and  on  page  8  it  shows  where  the 

offsetting  adjustment  is  made  on  page  12  and  footnote  B 
shows  where  the  offsetting  corrections  are  on  pages  11  and  14. 
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Pages  9,  10,  11,  12,  13  and  14,  and  up  to  page  16,  they  are 
just  supporting,  giving  details  of  the  items  referred  to  in 
the  previous  summary,  page  17  shows  the  details  of  the 
estimated  future  expenditure  contemplated  in  the  amount  of 
$32,151.00.  Item  number  1  is  broken  down.  This  is  a 
summary  sheet  and  the  details  are  found  on  the  following 
■pages.  Low  pressure  gathering  and  discharge  lines  to  field 
compressor  stations,  there  is  an  it  ein  $6 , 930 .00 ,  made  up  of 
$2,145,00,  an  item  for  the  main  line;  $4,565.00  for  lateral 
lines  and  $220.00  for  the  discharge  lines.  More  details  are 
shown  on  page  18.  Similarly  for  the  low  pressure  gas  field 
compressor  station,  a  total  of  $6,844.00.  That  is  analyzed 
"  on  page  19.  item  3,  $6,418.00  in  connection  with  the  line 
to  the  Madison  scrubbing  Plant  is  detailed  on  page  20  and 
$11,959.00  referred  to  in  the  summary  for  the  high  pressure 
compressor  station  and  repressuring  system,  the  details  of 
that  account  are  shown  on  page  21.  page  22  gives  details 
of  the  computation  in  connection  with  the  charge  for  interest 
during  construction. 

MR.  CHAMBERS:  Mr.  Harvie,  on  page  17  it  says  here: 

Part  1,  high  pressure  lines,  page  20,  $6,418,00.  Then  turn 
to  page  20. 

A  The  following  pages.  Details  of  that  $6,418.90  are  found 
on  page  20 . 

Q  Oh  yes,  I  missed  it.  I  am  sorry.  I  was  referring  to  the 
other  exhibit . 

Q,  MR.  HARVIE:  Refer  back  to  Volume  2,  exhibit  102 

and  there  are  still  several  pages  at  the  end  following 
Mr.  Teis f  report  I  think  might  be  referred  to.  Starting  at 
page  41. 

A  Yes,  on  page  41  of  Exhibit  102  details  are  given  of  the 
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$20,000.00  of  working  capital.  On  page  42  there  is  a 
statement  breaking  down  the  investment  by  the  various 
functions  of  the  plant  as  between  gas  gathering  lines, 
low  pressure  compressor  stations,  high  pressure  lines 
and  high  pressure  compressor  station  and  repressura 
system,  water  system  and  sundry. 

Page  43  is  a  similar  allocation 
of  how  we  have  applied  the  working  capital  to  the  various 
parts  of  the  system.  This  was  to  facilitate  statements 
in  connection  with  operating  expenses.  Similarly  page  44 
shows  the  breakdown  of  the  automotive  equipment  and  the 
office  equipment  to  the  various  operating  sections  of  the 
system.  Reference  should  also  be  made  here  that  on  page  24 
of  Volume  2  it  gives  the  details  of  the  automotive  equip¬ 
ment  which  has  been  transferred  and  25  gives  details  of 
the  office  equipment. 

Q,  If  you  will  refer  to  page  1  of  volume  2,  supplement  1,  there 
are  9  items.  First,  low  pressure  gathering  and  discharge 
lines,  field  and  compressor  stations  and  so  on.  Am  I  right 
in  stating  all  these  items  excepting  7 -water  system,  8- 
ex  is  ting  high  pressure  gas  gathering  lines  as  per  K.  R.  Toisf 
appraisal  and  9-working  capital  are  items  that  were  in¬ 
curred  under  the  direction  of  the  Board, 

A  Yes. 

Q,  And  those  were  actually  new  capital  expenditures? 

A  Not  exactly.  The  automotive  equipment,  while  it  was  an 
actual  expenditure  from  the  utility  point  of  view,  was  a 
transfer  of  all  our  equipment  from  the  British  American  Oil 
Company . 

Q  On  the  basis  of  valuation? 

A  On  the  basis  of  valuation  which  is  shown. 
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Q,  Then  the  water  system,  Item  7,  and  Item  8  are  old  units 
that  have  been  taken  over  into  the  new  system? 

'A  Yes. 

Q,  And  are  valued  on  the  basis  of  Mr.  Teisf  valuation  and 
working  capital  is  your  estimate? 

A  Corre  ct . 

Q,  Now  in  connection  with  the  valuation  of  the  old  units  taken 
over,  which  include  the  water  system  and  the  high  pressure 
gas  gathering  system  valued  by  Mr.  Teis,  have  you  made  any 
other  check  as  to  those  valuations  other  than  that  of 
Mr.  Teis? 

A  Yes.  On  the  receipt  of  the  Teis  report,  I  net  urally  w  ant  ed 
to  satisfy  myself  a  s  to  whether  the  amount  was  correct  or 
if  I  wanted  to  make  any  comments  on  it.  So  my  first  test 
was  to  make  a  comparison  with  the  other  submissions  which 
had  been  filed.  I  took  first  of  all  his  overaall  geuge, 
the  total  footage  of  pipe  which  was  installed  in  the  B.A. 
system  end  the  total  footage  of  pipe  which  was  reported 
in  the  Msdison  submission  and  I  find  that  the  valuation 
of  the  Teis  appraisal  came  to  2.135  dollars  per  foot  and 
under  Madison  it  came  to  2. S3 2  dollars  per  foot. 


(Go  to  page  3032) 
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Q,  MR,  BLANCHARD*  Will  you  give  us  those  figures 

eg  sin? 

A  Yes,  the  Teis*  2.,  135  dollars  per  foot.  The  Madison, 

2.232  dollars  per  foot.  That  seemed  to  be  a  fair  over-all 
comparison  and  yet  I  was  not  able  to  satisfy  myself  that 
they  were  comparable  systems  as  between  various  diameters 
of  pipe  and  there  did  not  seem  to  be  any  means  of  reconciling 
the  one  to  the  other  so  as  8  further  check  I  took  the  footage 
of  pipe  reported  by  Mr.  Teis,  then  I  applied  to  Mr.  Teist 
footage  the  values  shown  on  the  Madison  statement  both  for 
the  pipe  and  the  installation  costs.  That  gave  me  a  total 
of  $146,000,  if  I  remen  bar  rightly,  and  I  applied  the  same 
proportionate  depreciation  but  I  did  not  make  any  allowance 
for  injuries  during  construction  or  going  concern,  so  I 
felt  it  was  94  or  95  per  cent.  That  supports  the  Teis 
valuation  and  I  just  accepted  this  154,000  and  applied  the 
same  basis  of  valuation  then  on  the  water  system. 

MR.  HARVI3:  Have  you  any  further  information? 

that  you  wish  to  give  on  that? 

A  I  think  that  sums  it  up.  I  want  to  make  it  clear  that  the 
water  system  was  not  appraised  by  Mr.  Teis  at  all.  At  the 
time  the  instructions  were  given  to  Mr.  Teis,  the  question 
of  whether  we  should  transfer  the  water  system  to  the 
utilities  had  not  been  discussed  but  by  the  time  we  were 
preparing  these  statements  we  wished  to  value  the  wa  ter 
system  so  I  used  the  same  principle  of  valuation  as  in  the 
Teis  report  and  applied  it  to  the  book  records  of  the  water 
system  but  the  valuation  of  the  water  system  is  entirely 
our  own  office  work.  Mr.  Teis  had  nothing  to  do  with  it 
at  all.  I  think  that  is  a  11  I  can  say. 

Cm  we  have  these  computations 
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put  in,  these  comparative  figures  between  Madison  and  Teis? 
WITNESS:  I  can  prepare  the  statement.  It 

is  in  the  shape  of  working  sheets  new  but  I  can  have  them 
typed  and  brought  over, 

Q  MR.  BLANCHARD:  It  would  not  be  a  great  deal  of 

labor,  I  suppose. 

A  No,  it  would  not.- 

MR.  EAR  VIE:  No,  we  will  do  that, 

Q,  MR.  HA R VIE :  In  that  connection  on  the  11th 

instant  in  Mr.  Blanchard  f  s  examination  of  Mr.  Teis,  he  took 
a  definite  illustration  or  he  took  s  figure  of  $1,489.18  as 
Mr^  Teis1  costs  and  applying  similar  figures  on  the  basis 
of  Mr.  Hill’s  valuation  he  came  to  a  much  lower  figure, 
can  you  explain  whether  that  is  a  fair  comparison  or  what 
the  difference  is? 

A  Well  I  can  only  say,  show  the  mechanical  difference  between 

"t  h© 

$1,489,18  from  $580.00.  I  submit  th at/over-al  1  tests  which 
I  have  previously  applied,  that  answers  the  question  that 
while  there  is  a  figure  of  9,56  which  was  correspondingly 
higher  than  that  of  4.146  in  the  Madison  report,  that  there 
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were  other  items  of  expenditures.  I  have  not  made  any  fi 
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detailed  comparison  than  the  fact  of  applying  the  Madison 

value  of  4.14  but  I  was  satisfied . 

Q,  You  were  satisfied  that  it  brought  it  close  to  line. 

A  It  is  so  close  in  line  that  I  did  not  go  further. 

MR.  HARVIE:  Yes,  and  that  is  in  connection  with 

the  over- all  costs. 

A  That  is  right . 

MR.  HARVIE:  Now,  Mr.  Chairman,  shall  we  proceed 

with  our  further  submission  on  operating  costs,  will  we  go 
on  8nd  get  that  all  in  or  do  you  wish  to  proceed  with  the 
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cross-examination  on  this  point. 

THE  CHAIRMAN:  I  think;  probably  that  would  be  the 

better  thing  to  do,  to  c  no  s  s-examine  on  this  point  and  then 
go  on  to  the  next  one.  I  know  it  is  much  simpler  when 
reeding  the  transcript,  than  if  you  do  otherwise.  Qf  course 
if  we  cannot  do  it,  if  it  is  impossible,  that  raises  the 
question  then  is  anyone  ready  to  cross-examine  on  this 
particular  point? 

MR.  HARVIE:  Outside  of  the  working  papers  we 

are  prepared  to  gp  ahead, 

THE  CHAIRMAN:  Gentlemen,  what  do  you  wish  to  do? 

MR.  STEER:  My  cross-examination,  sir,  is  of  a 

general  nature  and  may  not  be  perhaps  specifically  related 
to  these  items  except  incidentally, 

MR.  BLANCHARD:  Mr.  Chairman,  before  cross-examining 

on  these  comparative  costs  of  gathering  lines  and  installing 
costs  as  between  Madison  and  B.A,  ,  I  think  we  should  be 
furnished  with  the  figures  prepared  by  Mr.  Donellan,  or  which 
are  going  to  be  prepared,  because  it  is  quite  an  important 
item  and  I  think  there  will  have  to  be  a  comparison  of  the 
sizes  of  pipe  and  the  character  of  pipe  to  make  it  intelligent 
at  all. 

Q,  THE  CHAIRMAN:  Well  you  cannot  furnish  those 

figures  today,  Mr.  Donellan. 

A  They  are  in  working  sheet  form  now,  it  is  just  a  matter  of 
having  them  typewritten, 

Q,  When  can  you  have  them  ready? 

A  I  can  have,  them  ready,  I  think,  this  afternoon. 

THE  CHAIRMAN:  Well  we  will  be  adjourning  today 

anyway . 

MR.  HARVIE:  And  I  will  be  very  glad  to  have 

them  distributed  to  counsel  as  soon  as  they  are  prepared, 
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which  may  possibly  be  tomorrow. 

MR.  CHAMBERS:  It  would  save  time  in  cios  s-examining 

if  we  had  them  ahead'  of  time, 

THE  CHAIRMAN:  You  will  have  them  in  plenty  of  time 

so  that  you  will  be  ready  to  cross-examine  on  Tuesday,  so 
you  had  better  go  ahead,  Mr.  Harvie,  with  another  submission 
now  • 

MR.  HARVIE:  Volume  3,  Supplement  1  and  the  same 

general  remarks  apply  to  the  relationship  between  Volume  3 

end  the  supplement  to  volume  3  as  applied  to  Volume  2  and 

Supplement  2.  supplement  3  is  the  original. 

THE  CHAIRMAN:  Can  we  discard  the  first  Volume  3 

aand  deal  only  with  volume  3  supplement,  or  is  there  still 

some  material  in  Volume  3  which  you  may  require? 

MR,  HARVIE:  I  think  possibly  I  had  better  have 

read  the  letter  of  transmissal.  This  will  be  Exhibit  113* 

THE  CHAIRMAN:  Exhibit  113. 

SUBMISSION  VOLUME  3  PRODUCED 
HERE  MARKED  EXHIBIT  113. 

MR.  HARVIE:  And  then  volume  3,  supplement  1. 

THE  CHAIRMAN:  Volume  3,  supplement  1,  I  think 

we  had  better  cell  that  Exhibit  113  (a), 

SUBMISSION  VOLUME  3, SUPPLEMENT  1 
PRODUCED  HERE  MARKED  A3 
EXHIBIT  113(a) . 

MR.  HARVIE:  Will  you  deal  with  that,  Mr.  Donellan 

wi th  Volume  3? 

Estimated  cost  of  opera  t  ions,  vo  lume  3,  February  26th,  1945, 
Introduction : 

The  statements  contained  herein  provide  a  summary  of  the 


estimated  cost  of  operations.  Page  1  shows,  by  years,  the 
estimated  total  annual  cost  of  operations  with  the  average 
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monthly  payments  required  for  the  period  1945  to  1954 
inclusive.  The  amortization  of  capital  expenditures  and 
appraised  valuations  is  based  on  a  straight  line  depreciation 
of  10$  per  annum  and  the  return  on  investment  at  net, 
that  is,  after  providing  40$  income  tax. 

It  will  be  appreciated  that  in  the  case  of  the  British 
American  Gas  Utilities  there  is  no  precedent  to  use  in  the 
preparation  of  these  statements.  They  are  built  up  from 
careful  estimates  prepared  by  the  Engineering  and  Accounting 
staffs . 

Operating  costs: 

page  2  gives  a  summery  of  the  various  types  of  expense 
included  inthis  item  such  as  labour,  repairs  and  maintenance, 
etc. 

Administration  Charges: 

An  administration  charge  of  $15,000  per  annum  has  been 
included  in  the  operating  cost  statement  representing  an 
estimate  of  the  proportion  of  overhead  charges  which  will  be 
levied  by  The  British  American  Oil  Company  Limited,  for' 
supervision  of  the  operations  of  the  Utilities  Company. 

/ 

Here  again,  there  is  no  definite  precedent  established  but 
from  experience  of  the  Company’s  other  operations,  it  is 
felt  that  the  estimated  amount  of  $15,000  will  be  justified 
in  practice.  This  charge  is  intended  to  cover  the  items 
outlined  on  page  3. 

Amortization  of  Capital  Expenditures  and  Appraised  Valuations 
Details  of  the  amount  shown  on  the  summary  are  given 
on  page  4.  An  amount  of  the  estimated  salvage  value  at  the 
end  of  the  ten  years  has  not  been  included  in  the  statement 
submitted.  It  is  recognized  that  this  matter  must  receive 
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consideration  before  the  termination  of  the  ten-yesr  period. 
It  is  difficult,  and  in  our  opinion  practically  impossible, 
to  estimate  adequately  the  salvage  value  of  equipment  ten 
years  hence.  Engineering  and  scientific  development  during 
the  ensuing  decade  cannot  be  forecast,  it  is  estimated  that 
a  revision  of  rates  will  undoubtedly  prove  to  be  necessary 
and  that  in  six  to  seven  years  hence  a  more  reasonable 
estimate  of  salvage  value  could  be  determined.  In  the  mean¬ 
time,  amortization  of  capital  expenditures  and  appraised 
valuations  has  been  calculated  on  a  straight  line  basis  for 
the  estimated  period  of  operations,  namely,  ten  years. 

The  fact  of  eliminating  consideration  of  selvage  value 
at  this  time  does  not  penalize  the  users  of  gas  during  the 
early  years  and  bonus  the  users  in  the  latter  years.  It  is 
submitted  that  the  net  amount  is  not  sufficiently  large  to 
render  any  serious  injustice.  Assuming  a  salvage  value  of 
$50,000,  that  is,  5$,  there  would  be  a  decrease  over  ten 
years' of  $50,000  or  $5, 000, per  year  in  the  amortization 
charge  but  on  the  other  hand  there  would  be  a  corresponding 
increase  in  the  amount  of  return  on  investment. 

Return  on  Investment  9jg$  net  : 

A  rate  of  9 yj0  net  has  been  used  in  the  estimated  cost 
of  operations  as  being  a  fair  return  in  view  of  the  short 
term  life  and  the  nature  of  the  operations.  Compared  with 
other  public  utility  operations  in  the  Province  of  Alberta, 
namely,  the  Gas  Company  with  a  comparatively  stable  oper¬ 
ation  for  several  times  the  period  involved,  with  a  net 
return,  we  understand,  of  8 ^  and  the  valley  Pipe  Line, 
which  again  has  a  greater  contemplated  life  than  ten  years, 
with  s  rate  of  8$,  we  believe  9 b*f0  to  be  a  just  and  fair  rate 
The  return  on  investment  has  also  been  included  on  the 
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amount  of  working  capital  involved,  namely,  $20,000.' 

I  might  say  that  I  hsve  since 
learned,  I  had  that  report  dictated  down  in  Toronto  and 
I  was  going  from  memory,  that  item  was  10%  originally  end 
it  was  not  8%  until  soma  time  subsequently. 

The  amount  of  working  capital  has  been  calculated  as 
being  the  stock  of  spare  parts  for  compressor  stations 
$6,600  plus  sixty  days*  operating  expenses  including 
administration  $13,400. 

De  pa  r  t  me  nt  a  1  Expe  ns  es :  « 

Pages  5  to  7  inclusive  show  a  summary  of  the  operating 
cost  divided  between 

(a)  High  pressure  gas  gathering  lines. 

(b)  Low  pressure  gas  gathering  lines, 

(c)  Low  pressure  compressor  station. 

(d)  High  pressure  compressor  station. 

(e)  High  pressure  line  to  Madison  Scrubbing  Plant. 

(f)  Repressuring  lines. 

(g)  Water  system. 

Pages  8  to  11  inclusive  show  a  breakdown  of  the  oper¬ 
ating  expenses,  administration,  amortization  of  capital 
expenditures  and  appraised  valuations  and  return  on  invest- 
ment  over  the  various  departments  concerned. 

It  will  be  appreciated  that  the  statements  included 
in  volume  3  represent  the  gross  cost  of  operations.  No 
attempt  has  been  made  to  allocate  the  division  of  this  cost 
as  between  the  amounts  chargeable  against  gas  sold  to  the 
market,  transportation  services  for  the  G.O.P.  The  British 
American  oil  Company  Limited  in  con  no  ction  wi  t  h  gas  gathering 
lines,  the  use  of  water,  or  any  other  allocation  of  charges 
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which  mey  be  ordered  by  the  Board.  It  is  merely  a  state¬ 
ment  of  the  estimated  cost  of  operations. 

Then  follows  the  index  of  the 
various  statements,  page  1  is  a  summary  of  the  estimated 
cost  of  operations . 

Q.  Have  you  read  the  summary,  no,  I  suggest  you  now  go  on  with 
the  supplement  to  Volume  3. 

A  Very  well,  perhaps  it  would  be  better  than  going  on  with 
this  here, 

Supplement  1  to  Volume  3  is  dated  May  22,  1945. 

The  statements  contained  herein  are  a  revision  of  the 
statements  shown  in  volume  3.  Volume  3  was  prepared  in 
February  at  which  time  various  items  of  construction  had  not 
been  completed.  It  was  necessary,  therefore,  to  file  a 
supplement  to  Volume  2  adjusting  estimated  amounts  to  actual 
costs.  This,  necessarily,  caused  a  change  in  the  proposed 
rate  base  thereby  altering  the  amount  of  amortization  and 
also  the  amount  of  return  on  investment  as  shown  in  Volume 
3.  supplement  1  to  volume  3  is  submitted  herewith,  the 
statements  being  adjusted  to  provide  for  the  change  in  the 
amount  of  capital  expenditure  in  supplement  1  to  Volume  2, 
Return  on  Investment  : 

When  preparing  Volume  3,  the  return  on  investment  was 
taken  on  a  basis  of  the  opening  balance.  In  order  to  reflect 
greater  accuracy  in  this  item  the  return  on  investment  in 
Supplement  1  to  Volume  3  has  been  calculated  on  a  weighted 
basis  similar  to  other  submissions  filed. 

Then  there  follows  the  index, 
page  1,  a  summary  of  the  estimated 
cost  of  operations  for  each  of  the  years  1945  to  1954,  the 
total  amount  of  funds  reouired  to  operate  the  system,  broken 


.)  . 


\ 


' 


f 


A 


i. 


’  '•  !  . 


S 


( 


03-9 

R.Donollan  , 

Dir.  Ex.  by  Mr.  Hervie. 


-  304  0  - 


down  as  between  operating  costs,  administration  charges, 
amortization  of  capital  expenditures,  net  return  on  invest¬ 
ment,  the  total  amount  average  monthly  payment  required, 
page  2  breaks  down  the  annual  charge  of  operating  costs 
into  its  component  parts  of  labor,  repairs  and  maintenance, 
lubricating  oil,  field  management  end  supervision,  taxes,  etc. 

page  3  outlines  the  items  which 
are  included  under  "administ  rat  ion" . 

Page  4  shows  the  working  out  of 
the  amortization  charge  at  $>97,283  per  annum. 


(Go  to  pnge  3041) 
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Page  5  breaks  down  the  estimated  cost  of  operations  as  be- 

i 

tween  the  high  pressure  gas  gathering  line  and  the  low  press¬ 
ure  line  and  low  pressure  station  for  each  of  the  ten  years. 
Page  6,  is  a  continuation  of  estimated  cost  of  operations 
for  high  pressure  compressor  .  station,  high  pressure  line 
to  Madison  and  repressuring  lines. 

Page  7,  shows  the  operating  costs,  administration,  amortized 
capital  expenditures  and  return  of  investment  incidental  to 
the  water  system  for  each  of  the  years  1945  to  1954. 

« 

MR.  HARVIE:  I  do  not  know  whether  we  are  gaining  any¬ 

thing.  I  think  they  are  all  self  explanatory. 

They  are  almost  self  explanatory.  It  is  a  question  of  whether 
Volume  5  is  not  part  of  the  Supplement  Volume  1  to  Volume  3. 
It  is  an  extension  of  the  Supplement,  Mr.  Chairman. 

MR.  HARVIE:  Volume  5  covers  gas  gathering  operations 

divided  into  the  headings  indicated. 

THE  CHAIRMAN :  That  will  be  an  Exhibit. 

BRITISH  Ail  ER I  CAN  GAS  UTILITIES 
LIMITED  ESTIMATED  COSTS  MAY 
2 2ND ,  1945,  VOLUME  5,  NOW  MARKED 
EXHIBIT  113  B. 

MR.  HARVIE:  I  would  say  when  we  prepared  Volume  3, 

Supplement  1,  Volume  3,  we  restricted  the  estimate  of  costs 
of  operations  just  to  a  picture  of  the  total  operation  irres¬ 
pective  of  the  allocation  for  the  various  uses.  It  was 

4 

always  felt  we  could  extend  that  and  give  a  supplement  break¬ 
ing  down  those  costs  to  the  various  operations. 

Volume  5  is  the  estimated  costs  of  (a)  gas  gathering  oper¬ 
ations,  (b)  gas  transmission  operations,  (c)  gas  repressuring 
operation,  (d)  water  system  operations. 
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Toronto,  May  22,  1945. 

Introduction 

This  report,  being  volume  5  of  our  sub¬ 
missions,  contains  an  estimated  break-down  of  the  estimated 

4 

cost  of  operations  figures  reported  in  Supplement  1  to  Vol¬ 
ume  3,  in  order  to  show  "A"  Estimated  Cost  of  Gas  Gathering 
Operations,  "B"  Estimated  Cost  of  Transmitting  Gas  to  Madison 

I 

Scrubbing  Plant,  "C"  Estimated  Cost  of  Gas  Repressuring  Oper¬ 
ations,  "D"  Estimated  Cost  of  Water  System  Operations. 

Pages  1  and  2  of  this  submission  are  the 
summary  sheets  showing  the  estimates  for  : 

"A”  Cost  of  Gas  Gathering,  which  includes  the  cost  of 
compressing  and  the  portion  of  water  costs  applicable  to  the 
low  pressure  compressor  station  operations. 

tTBtT  Cost  of  Transmitting  or  Delivering  Gas  to  Madison 
Scrubbing  Plant.  These  figures  also  include  the  cost  of  com¬ 
pressing  and  the  portion  of  water  costs  applicable  to  the 
high  pressure  compressor  station  operations. 

"C"  Cost  of  Repressuring  Gas  -  here  again  the  figures 
include  the  cost  of  compressing  and  the  portion  of  water 
costs  applicable  to  the  high  pressure  compressor  station 
operations. 

"D"  Water  System  Operating  Costs  -  these  figures  ex¬ 
clude  25$  of  the  cost  of  operations  whioh  has  been  included 
in  items  "A" ,  f,BM  and  "C"  above.  We  estimate  25$  as  being 
the  percentage  of  volume  of  water  used  at  the  two  compressor 
stations. 

Column  1  -  "Operating  Costs"  and  Column  2  -  "Administration": 
Details  regarding  the  break-down  of  these  figures  are  shown 
on  page  4  of  this  volume. 
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Column  3  -  "Amortization  of  Capital  Expenditures”;  Details 
of  the  break-down  of  capital  expenditures  and  appraised  val¬ 
uations  are  shown  on  page  3  of  this  volume.  Here  again,  as 
in  our  other  submissions,  we  have  used  a  straight  line  write¬ 
off  for  a  period  of  10  years. 

Column  4  -  ’’Return  on  Investment  -  9-iJr$  Not”:  Details  of 

the  calculations  ere  found  on  pages  5  and  6  of  this  volume. 

Column  5  -  shows  the  Total  Estimated  Cost  of  Operations* 

Column  6  -  ’’Revenue  from  Gas  Handled  ex  G  &  0.  R.  Ltd.” 

shows  tho  estimated  revenue  from  transmitting  gas  from  Gas 

and  Oil  Refineries  Limited  to  Madison  Scrubbing  Plant  -  do- 

* 

tails  of  tho  make-up  of  this  figure  can  be  found  on  page  8 
of  this  volume. 

Column  7  -  ’’Revenue  from  B-A  Oil  Co.  Ltd.  for  15$  of  Operating 
Costs  of  tho  Gas  Gathering  Linos”.  This  represents  the  esti¬ 
mated  cost  of  operating  Gas  Gathering  Lines  applicable  to  tho 
volume  of  gas: 

(a)  lost  in  Absorption  Plant  operations  10$ 

(b)  used  in  Absorption  Plant  as  fuol  5$ 

Details  of  this  figure  are  shown  on  page  7  of  this  volume. 
Column  8  -  ’’Revenue  from  B-A  Oil  Co.  Ltd.  for  75$  of  Operating 
Costs  of  the  Water  System”.  It  has  been  estimated  by  our  en¬ 
gineer  and  plant  manager  that  25$  of  tho  water  through  the 
water  system  is  used  at  the  two  compressor  stations  run  by 

i 

tho  B-A  Gas  Utilities  Limited  cand  75$  used  by  The  British 
American  Oil  Company  Limited.  Absorption  Plant.  Further  de¬ 
tails  of  this  figure  c^n  bo  found  on  page  7  of  this  volume. 
Column  9  -  Shows  tho  Total  Cost  of  Operation  after  deducting 
the  revenues  shown  in  columns  6,  7  and  8. 
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Column  10  -  Shows  the  Average  Monthly  Payment  Ropuired  to 
cover  the  cost  of  operations. 

Pages  3  and  4  allocates  Capital  Expenditures  and 
Appraised  Valuations,  Working  Capital,  Operating  Expenses 

i 

and  Administration  to  the  four  systems  covered  in  this  sub¬ 
mittal. 

Pages  5  and  6  contain  tables  showing  Amortization  of 
oapital  expenditures  and  Appraised  Valuations  (as  reported 
in  Supplement  1  to  Volume  2)  and  calculation  of  Return  on 
Investment . 

Page  7  gives  details  of  charges  to  The  British  American 
Oil  Company  Limited. 

Page  8  gives  details  of  the  charge  for  transmitting  gas 
from  Gas  and  Oil  Refinerios  Limited  to  the  Madison  Scrubbing 
Plant.  i 

:  ,  ,  f  >  , 

When  compiling  theso  figures  the  operating  costs  of 
the  high  pressure  compressor  station  were  divided  between  the 
cost  of  transmitting  gas  end  the  cost  of  ropressuring  gas  on 

a  basis  of  estimated  throughput  -  (Transmitting  Gas  42^  - 

« 

Ropressuring  Gas  58 fo) .  The  cost  of  water  was  divided  betweon 
the  two  compressor  stations  on  a  basis  of  H.  P.  rating  (L.P. 
Compressor  station  10.75J6  -  H.  P.  Compressor  Station  14.25^) 
Supporting  details  are  merely  an  extension  of  the 
figures  in  Volume  3  of  the  Supplement  with  a  credit  for  the 
services  rendered,  to  the  B.  A.  Oil  Company  and  G.  0.  P. 

Q,  MR.  HARVIE:  Have  you  any  special  comment  to  make  on 

any  of  the  other  pages  or  are  they  self  explanatory  ? 

A  I  think  they  are  self  explanatory. 

0, 


MR.  HARVIE: 


That  will  complete  our  written  submission, 
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Mr.  Chairman,  I  do  not  know  whether  there  is  anything  to  bo 
gained  by  using  up  the  few  minutes  in  cross-examination. 

MR.  FENERTY:  I  am  not  prepared  to  cross-examine  now, 

THE  CHAIRMAN:  You  must  remember  Mr.  Donellan  has  to 

leave  here  next  Thursday  night  and  I  also  have  something  else 
for  Thursday  and  wo  have  twenty  minutes  that  can  be  usefully 
used  in  cross-examination. 

MR.  BLANCHARD:  May  I  ask  ,  Mr.  Chairman,  whether  the 

operating  costs  for  the  first  six  months  of  1945  care  aVcail- 
able,  the  actual  record  of  operating  oosts  ? 

A  Our  proposal  is  filed  for  the  seven  months  and  unless  you 

want  the  six  months  which  is  a  mat tor  of  typing.  They  will 

i 

be  available  tomorrow  morning.  Seven  months  would  be  satis¬ 
factory  Mr.  Blanchard. 

MR.  BLANCHARD :  Yes. 

« 

THE  CHAIRMAN:  Perhaps  Mr.  Steer  you  could  do  your  gen¬ 

eral  questions  today. 

MR.  STEER:  Yos. 

CROSS-EXAMINED  BY  MR.  STEER: 

Q,  You  have  told  us  you  have  been  connected  with  the  British 
iimorican  Oil  Company  since  1930  ? 

A  Yes. 

Q,  I* nd  I  take  it  then  you  have  a  pretty  detailed  knowledge  of  th 

affairs  of  the  Company.  Is  that  right  ? 

A  Well  I  was  internal  Auditor  for  several  years  and  I  have  been 
Chief  Accountant  for  the  last  three  years  so  I  should  have, 

Q  Are  you  able  to  tell  us  when  this  British  American  absorption 
plant  was  erected  ? 

A  1936. 
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Q  And  was  it  a  now  plant  when  it  was  first  oroctod  or  woro 
sooond  hand  materials  usod  in  it  ? 

MR.  HARVIE:  I  was  wondering  whothor  this  has  anything 

to  do  with  this  inquiry.  I  do  not  know  that  any  detail  of 

( 

the  absorption  plant  as  such  has  anything  to  do  with  the  in- 
quiry  at  this  stage.  Those  assets  that  were  taken  over  by 
this  utility  from  the  absorption  plant,  yes. 

MR.  STEER:  I  propose  to  present  to  the  Board  a  sub¬ 

mission  that  notwithstanding  the  severance  of  the  absorption 
plant  from  the  balance  of  the  property  that  this  Board  should 
look  into  the  undertaking  as  an  integrated  undertaking. 

THE  CHAIRMAN :  In  other  words  you  are  not  directing  this 

cross-examination  to  any  particular  inquiry  into  the  absorp¬ 
tion  plant  but  rather  as  it  may  apply  to  the  whole  original 
operation  and  for  the  purpose  of  dissection. 

MR.  STEER:  Quito  so. 

THE  CHAIRMAN:  Oh  I  think  we  will  have  the  evidence  if 

it  is  available  and  you  can  rely  on  us,  Mr.  Harvie,  not  to 

get  our  minds  confused  with  irrelevenciee  if  there  r&  any  - 

MR.  HARVIE:  I  may  be  wishing  to  speak  after  I  hear 

some  more  questions  as  to  type  of  evidence  that  is  going  in. 

A  Are  you  referring  Mr.  Steer  to  the  absorption  plant  as  a  plant 

or  the  gas  gathering  line  they  have  taken  over  ? 

MR.  STEER: 

Q  Let  us  have  them  both.  Where  did  the  material  for  the  con¬ 
struction  of  the  absorption  plant  come  from  ? 

A  Well  I  am  not  -  I  can  only  give  it  to  you  from  memory.  I 

cannot  refresh  myself  on  it.  A  certain  amount  of  new  mator^l 
some  pipe  was  second  hand  pipe. 

Q  I  am  talking  about  the  plant  itself. 

A  The  plant  itself,  some  came  if  I  recall  correctly  from  the 
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plant  we  head  at  Coutts.  Some  of  it  was  now,  a  combination 

of  now  and  old. 

#)>  a 

And  the  plant  that  you  had  at  Coutts,  was  that  a  now  plant 

whon  erect ad  or  a  second  hand  plant  ? 

ix 

That  was  a  plant  which  we  took  over  from  another  company. 

A 

4 

And  how  old  was  it  whon  you  took  it  over  ? 

A 

I  have  no  idea. 

q, 

Then  you  took  that  old  plant  and  you  moved  what  you  could  of 

it  up  to  the  location  of  the  present  plant  in  1936,  and  you 

added  some  new  materials  and  that  is  the  building  as  it  exists 

today  subject  to  any  intervening  depreciation  and  wear  and 

tear.  That  is  right  ? 

#  A 

0, 

Yes,  that  is  right. 

And  I  gathered  from  Mr.  To is  evidence  that  the  gathering  sys¬ 
tem  that  you  built  connected  with  that  plant  was  much  the  same. 

Old  stuff,  with  some,  mostly  old  stuff  with  some  now  stuff 

added. 

4* 

Well  gas  gathering  systoms,  some  of  it  was  installed  in  1936. 

Thoro  was  a  steady  g-rowth  in  additions  to  it. 

(  Go  to  Page  3048  ) 
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Q 


A 


Q 


A 

Q 

A 

#)  Q 
A 

Q 

A 

Q 

A 

Q. 


A 


Q. 


Yes.  On  your  having  constructed  that  B.A.  plant  you  had  no 
wells  of  your  own  in  that  area? 

I  do  not  know.  From  memory  I  will  say  I  believe  not , but  I 
am  not  prepared  to  say  definitely. 

MR.  FARVIE:  If  you  do  not  know  Just  say  so. 

MR.  STEER:  And  your  plant  operations  then  were 

carried  on  by  virtue  of  contra cte  made  be  tween  your  company 
and  oil  well  operators  in  the  area,  is  that  right? 

That  is  right. 

1936  is  the  year  in  which  crude  oil  was  first  discovered  in 
the  Turner  Valley  area? 

Corre  ct . 

Is  that  right? 

Yes  .  -  * 

Are  you  able  to  tell  us  how  many  wells  were  operating  in  that 
area  prior  to  1986? 

No. 


Is  that  information  available? 

I  have  not  got  it. 

Can  you  get  it? 

MR.  McDONAld:  It  will  be  in  the  Conservation 

Board's  report. 


WITNESS:  I  shall  have  to  find  the  source  of 

material  which  I  believe  will  be  the  Conservation  Board's 
report . 


DR. BOOMER: 

MR.  STEER:. 

DR.  BOOMER: 

MR..  STEER: 

ask  you  this  first:-. 


Those  reports  have  been  filed. 
Pardon? 

Those  reports  have  been  filed. 
Then  the  purpose  -  perhaps  I  will 
The  product  of  any  wells  that  were  in 
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existence  prior  to  1936  would  be  naphtha? 

I  I  do  not  know. 

Q,  You  do  not  know? 

A  No. 

Q,  Will  any  other  official  of  your  company  connected  with  the 
operating  department  be  in  the  box,  do  you  know? 

A  I  do  not  know  that. 

Q,  Do  you  know  whether  the  construction  of  this  plant  was  in 

any  way  connected  with  the  discovery  of  crude  oil  in  1936? 

A  T  think  not.  My  memory  says  that  this  was  built  on  the 
assumption  of  the  Turner  Valley  gas  field. 

Q,  It  was  built  w  hat? 

A  On  the  assumption  of  it  being  a  gas  field,  or  naphtha. 

Q,  Gas  field? 

A  Gas  and  naphtha* 

Q.  Pardon? 

A  Gas  and  naphtha. 

Q.  Yes.  And  by  a  gas  field  you  mean  a  gas  and  naphtha  field? 

A  Yes-. 

Q,  Now,  Mr  .Done  llan,  it  must  be  true  that  your  original  plant 
in  1936  was  built  for  the  purpose  of  recovering  the  naphtha 
from  that  gas  that  was  available  prior  to  that  year  plus  such 
additional  naphtha  as  could  be  got  from  any  orude  oil  wells 
in  the  area  tvat  were  connected  up  to  your  plant,  is  that 
right? 

A  I  do  not  know,  ^t  sounds  reasonable. 

MR.FARVIEJ:  Mr.  Steer,  I  think  you  mean  absorp¬ 

tion  product.  Naphtha  is  the  product  from  the  separator 
which  the  absorption  plant  does  not  include. 


MR.  STEER: 


It  is  true  that  from  1936  up  to 


I 


I  i  l 


‘1 


/ 


■1 


.5' 


r 

-4. 


i 


!T 


■'I  :  . 


.1. 


-r 


!  J 


■  Y  ■ 


i 


I 


:  I 


H-2-3 


Robert  Donellan. 

Cross-Exam. by  Mr.  Steer 

-  3050  - 


# 


the  present  time  ell  the  residue  gas  from  that  plant  was 
burned? 

A  Not  ell,  some  of  it  was  sold  for  drilling  fuels. 

Q  An  insignificant  amount? 

A  Yes,  quite. 

Q.  Was  sold  for  drilling  fuel  end  ell  the  rest  of  it  was  burned? 

A  Correct. 

Q,  It  follows  then  that  your  plant  plus  your  gathering  lines 

from  1956  on  to  the  present  time  were  built  for  the  purpose 
of  recovering  the  gasoline  content  from  the  gas  in  that  area? 

A  Yes,  I  think  that  was  the  primary  reason. 

Q  Yes.  And  consequently  that  description  that  you  made  of  this 
field  as  a  gas  and  gasoline  field  would  not  be  an  aocurate 
des  cript ion? 

A  I  did  not  say  gas  and  gasoline. 

Q,  What  did  you  say? 

A  Gas  and  naphtha. 

Q.  Gas  and  naphtha? 

A  Yes . 

Q.  That  could  not  be  an  accurate  description  that  all  the  gas  from. 
1936  on  was  burned  in  the  air,  could  it? 

I  I  think  in  that  year. ....  .well  we  might  be  at  or oss-purposes 

i  • 

there.  It  was  built  as  a  gas  field,  a  gas  and  naphtha  field, 
with  the  idea  of  taking  the  absorption  content  out  of  the  gas. 

Q,  Quite  so? 

A  Yes. 

Q,  That  is  what  you  meant  by  that? 

A  Yes,  that  is  what  I  meant  by  that. 

Q,  You  did  not  mean'  a  field  developed  for  the  purpose  of  recover¬ 
ing  natural  gas  that  could  be  furnished  consumers  to  be  burned 
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in  their  furnaces  or  stoves? 

A  I  had  no  reference  to  the  gas  field  in  that  sense. 

Q,  '  Yes.  So  that  we  ere  at  oross -purpo ses .  And  so  that  really 
what  you  say  is  that  your  installations  there  originally 
were  for  the  purpose  of  recovering  the  remaining  gasoline  that 
was  in  that  nature},  gas  /after  it  left  the  separators  at  various 
wells,  whether  gas  wells  or  crude  oil  wells? 

A  That  was  the  original  use  of  the  plant. 

Q.  Yes.  And  for  that  purpose  you  erected  the  high  pressure 
gathering  system  whi  dh  Mr.Teis  has  valued  for  us,  is  that 
right? 

A  Correct  sir. 

Q,  And  it  was  built  for  that  purpose  and  for  no  other  purpose? 

A  Built  for  that  purpose  at  the  time  it  was  built.  I  do  not 
know  what  the  engineers  had  in  mind. 

Q,  Have  you  any  idea  of  the  volume  of  gas  that  was  burned  in 
the  intervening  years  from  1936  on? 

A  I  have  the  information  available  but  not  with  me,  I  am  afraid* 

I  can  get  it  for  you. 

Q,  Perhaps  you  will  get  that  for  me. 

Q  THE  CHAIRMAN:  Mr. Donellan,  perhaps  -  the  thought 

just  ocourred  to  me,  what  had  you  in  mind  when  you  had  the 
50^  provision  in  the  con tre ct-  with  reg.ard  to  the  natural  gas? 

A  Well  I  had  nothing  to  do  with  that.  I  believe  that  it  was 
to  be  divided,  it  was  to  be  divided  50-50. 

MR.  FARVIE:  We  propose  very  definitely  when  the 

time  comes  on  the  absorptiotin  operations  to  bring  considerable 
evidence  on  that  point.  If  it  would  be  of  any  assistance 
in  this  pert  of  the  Inquiry,  I  do  not  think  we  will  have  any 
objection  to  giving  some  reasons  for  it. 
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THE  CH/IRMA n:  Well  we  won’t  go  into  it  now,  but  I 

thought  perhaps  Mr.  Done  lien  was  overlooking  something. 

MR.  EARVIE:  That  was  very  good  of  you,  because  I 

was  just  hoping  that  the  point  would  come  out. 

Q,  Mr  .  STEER:  I  suppose  perhaps  we  will  have  that 

contract  before  us  some  time  before  the  end  of  the  hearing. 

I  have  not  yet  seen  one.  There  is  a  term  in  the  contract  isnTt 
there,  Mr.  Donellan,  that  if  the  residue  gas  is  used  for  any 
purpose  then  the  proceeds  of  the  sale  of  it  are  to  be  divided 
between  your  company  and  the  producers  of  the  gas? 

A  Correct. 

Q,  Is  that  right? 

A  Yes. 

Q,  And  is  that  provision,  as  I  understand  it,  50yo  to  each? 

A  50/o  t o  each.  .. 

Q,  I  see.  .And  up  to  dpte  you  have  not  found  any  market  for  the 

gas  apart  from  this  trifling  quantity  of  drilling  fuels  that 
would  cause  you  to  bring  that  clause  of  yaur  contract  into 
play,  have  you? 

A  That  is  right. 

MR.HARVIE;  Up  to  what  date? 

A  THE  WITNESS:  Since  the  operations  of  this  utility 

it  is  a  different  matter. 

Q,  MR.  STEER:  Yes.  And  is  your  transmission  line 

from  your  present  absorption  plant  to  the  Madison  scrubber 
operating  now? 

A  Transmission  line? 

Q  Yes? 

A  Yes. 

Q,  And  for  bow  long  has  that  been  operating? 
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A  £>ome  time  in  December  1944. 

Q,  Yes. 

Q,  DR. -BOOMER:  By  the  way,  you  have  not  got  that 

% 

contract  here  have  you? 

THE  CIUIRUN:  With  the  50-50  clause  in  it. 

A  THE  WITNESS:  I  will  have  to  look:  it  up  .  In  the 

c 

vast  majority,  I  think,  every  one  of  our  contracts  are  50-50. 

Q,  DR.  BOOMER:  But  all  the  gas  you  handle  is  under 

a  Ton  tract? 

•#u-  MR.  RARVIE  :  Ml  that  is  being  handled  now  is  being 

handled  on  that  basis. 

Q.  MR.  STEER:  Have  you  contracts  with,  every  producer 

of  gas  that  would  be  naturally,  tributory  to  your  absorption 
plant? 

A  Either  a  contract  or  an  agreement  which  covers  it. 

Q,  '  What  distinction  do  you  draw  there? 

A  It  is  running  through  my  mind  that  one  or  two  did  not 

tbe  contract  as  such  but  were  willing  to  operate  under  the 
same  effect  as  though  they  had  a  contr^ot.  I  ight  be 
incorrect  on  that 

Q,  I  see.  In  other  w.rds,  you  had  a  verbal  contract  embodying 
the  same  terms  as  the  one? 

A  Yes. 

Q,  I  see.  Now,  it  is  quite  clear  that  ell  this  high  pressure 
whioh  is  being  turned  over  to  B»A,  Natural  Gas  Utilities, 
if  I  give  the  Company  its  oorrect  name,  was  installed  for  the 
purpose  that  you  have  told  us  of  processing  gas  as  it  came 
from  the  separators  at  these  wells,  that  is  right? 

A  That  is  right. 

Q,  Yes.  Are  you  in  a  position  to  tell  us  what  the  volume  of 
gas  is  that  might  have  been  expected  to  pass  through  that 
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A 

Q 

A 

Q. 

A 

Q 


B*A.  absorption  plant  from  your  area? 

No. 

As  of,  we  will  say,  the  1st  of  January,  1945? 

That  is,  dealing  with  the  capacity  of  the  field  and  the  amount 
available? 

Yes? 

No,  I  am  not  competent  to  say. 

I  would  like  to  lave  that  information,  Mr.  Chairman.,  if  I  may. 

I  would  like  to  be  advised  as  to  that,  or  I  would  like  the 
witness  to  inform  himself. 

THE  CHAIRMAN.:  Will  you  get  that,  Mr.  Earvie? 

MR.  EARVIE:  ¥es. 

MR.  STEER:  As  to  the  quantity  of  gas  that  would 

have  been  expected  to  pass  through  the  absorption  plant  from 
the  1st  of  January,  1945  to  the  end  of  its  life,  and,  secondly, 
I  would  like  to  get..... 

MR.F/RVlE;  Just  excuse  me.  Passthrough  the 


absorption  plant  from? 
ME  ♦  STEER: 

ME.  EARVIE: 

MR.  STEER: 
field . 


The  high  pressure  system. 

The  high  pressure  system? 

Up  to  the  end  of  the  life  of  the 


MR. EARVIE:  From  when? 

ME.  STEER:  The  1st  of  January,  1945.  And  I 

would  like  also  to  get  the  quantity  of  gas  that  is  added  to 
the  system,  expected  to  pass  through  the  absorption  plant  by 
reason  of  the  construction  of  the  low  pressure  system.  And 
I  may  say  that,  from  the  evidence  given  by  Mr.  McCutchin, 
f  calculated  that  those  quantities  would  be  20  billion  cubic 
feet  in  the  one  case,  or  the  quantity-  that  might  be  expected 
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to  pass  through  the  absorption  plant  under  the  high  pressure 
system,  and  an  additional  30  billion  cubic  feet  added  by 
reason  of  the  low  pressure  system. 

Q,  .And  I  would  like  you  to  do,  Mr.  Donellan,  if  you  will,  to 
check  up  those  figures  end  tell  me  if  I  am  right? 

L  111  right. 

THE  CHAIRMAN:  .Adjourn  to  Tuesday  morning,  at 

half  past  nine. 

(The  Hearing  was  then  adjourned  to  9.30  A.M.,  September  18th, 
1945) . 
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